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e In the Record « 


Making Government Statistics Better 


The 117 companies participating in this month’s survey 
of business practices have both good and bad things to say 
about the government’s statistical program. They would 
like more up-to-date census data, and more current reporting 
of those economic and industry series used in their company 
operations. Agreeing on the need for better coordination of 
trade association and government series, they disagree on 


the relative responsibilities of industry and government to 


collect and pay for specialized industry statistics. 


Concrete suggestions for change and improvement in 
existing series and in the procedures for collecting, processing 
and disseminating data to final users are varied and numerous. 
The article on page 299 summarizes these opinions. 


Unemployment Insurance Up-to-date 


The latest attempt to legislate an increase in the maximum 
amount and the duration of unemployment benefits was 
defeated in the Senate on July 13. This leaves it up to the 
states to act on the President’s recommendations to raise 
“dollar maximums so that payments to beneficiaries may 
equal at least half their regular earnings” and to prolong 
benefits to a uniform twenty-six weeks. 


What is the present unemployment compensation picture 
for the various states? How have benefits grown so far? 
- How much of an increase in benefit payments would occur 
if the states fulfilled the recommendations? What are the 
philosophies underlying President Eisenhower’s suggestions, 
and states’ laws? A full analysis of the problem is given in 
“Height and Width of Unemployment Benefits,” beginning 


on page 308. 


A Kind of Bureaucratic Despotism 


9 99 


““The ‘new despotism,’ ” according to the London Economist, 
“is a despotism that is practiced by the most conscientious, 
incorruptible and industrious tyrants the world has ever 
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seen.”” These are the bureaucrats who, identifying the public 
interest with departmental convenience or conscience, often 
serenely “ride roughshod over the individual.” 

These criticisms, evoked in England by the Crichel Down 
eminent-domain case, remind us that we, too, have bureau- 
crats who are often charged with the duty of acquiring 
private property for public purposes. A summary of the 
facts of the case and The Economist’s comments on the problem 
of the “good bureaucrat” are reprinted in “What Is the 
Public Interest ?” on page 336. 


Outlook in August 


While there were many bullish signs as business moved 
into the second half of the year, economic forecasts were 
almost all for stability. Perhaps two reasons for these tem- 
perate predictions can be found in the uncertain state of 
instalment credit and government defense spending. For 
facts on the trends in these two areas, and their impact on 
general business conditions, see Business Highlights starting 
on the next page. 


Taxes from the Top Branch Down 


The spoken word, except in filibusters, is often worth 
recording and transmitting to those not present when it was 
uttered. This is certainly true of the words spoken at the 
Board’s recent special conference on the outlook and prob- 
lems of state and local governments. 

Work in progress by the President’s Commission on Inter- 
governmental Relations was reviewed in detail by the Com- 
mission’s Research Director. The $100-billion backlog of 
necessary public works was taken apart and analyzed by 
state and local officials, as was the long-standing problem of 
what to do about grants-in-aid—those far-flung federal dis- 
bursements (with strings) of taxpayer dollars to smaller 
governing units. Problems of overlapping and duplicating 
taxes, of public-debt size and limitation, and many other 
related issues are taken up by speaker and questioner in the 
eighteen pages of text and graph beginning on page 318. 


OUTLOOK CONSENSUS: STABILITY 


Instalment credit and defense argue for a second-half plateau 


consensuses on the last half of 1954 is the 

narrow range within which they all fall. It is 
probably fair to say that a band of plus 2% to minus 
2% around the current levels of business indicators 
would enclose virtually every economic forecast made 
thus far this summer. 

What is particularly interesting about this nearly 
unanimous vote for stability over the next six months 
is that it is indicative of a kind of submerged pessi- 
mism. For the plain fact is that while no general 
upswing had begun at midyear, the statistical position 
of the business trend was good—better than at any 
time in the preceding year and, in general, as good 
as in mid-1949. 

Inventory liquidation was still proceeding at a sig- 
nificant rate in the second quarter, while personal 
incomes, employment and output had stopped falling. 
Two key 1954 markets—construction and consumer 
goods—strengthened noticeably during the quarter. 
In particular, consumers provided analysts with sub- 
stantial evidence that they do not intend to sit back 
and await further price developments: since early 
in the year, they have evidently lowered their rate of 
saving in the form of liquid assets, and applied the 
difference to the market place. And while there are 
reasons to think that no new instalment credit boom 
is in the making (see below) instalment credit exten- 
sion stopped falling in March, and has been more or 
less stable ever since. 


STRONG GOVERNMENT SUPPORT 


All these favorable omens appeared in a generally 
bullish atmosphere provided by government. In early 
July, the tax revision bill was making satisfactory 
if not sensational progress in Washington, and one 
of the principal features, a liberalization in depreci- 
ation allowance schedules, was almost a sure bet. At 
least partly as an earnest of the Administration’s 
contracyclical intentions, a federal highway program 
measurable in scores of billions of grant-aid dollars 
was announced—so eagerly that it surprised even the 
prospective beneficiaries. 

The Defense Department, which for a year had 
been spoon-feeding contracts to defense industries in 
an effort to reduce its backlog of undelivered obliga- 
tions, was reportedly about to advance its ordering 
from the one-half billion-dollar monthly rate that 
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had prevailed in the second quarter to something like 
the $1.2-billion rate which will eventually be required 
to sustain hard-goods expenditures at the budgeted 
fiscal 1955 level. 

This does not mean a new defense boom by any 
means (see below), but it may impart some strength 
to the markets for machine tools, metals, and even 
skilled labor. At the least, it will tend to stabilize 
backlogs in durables industries. 


ATMOSPHERE FOR A TURN? 


Finally, with the turn of the fiscal year, the Federal 
Government’s relation to the private sector has been 
reversed from a net cash surplus to a net cash outflow 
that should reach substantial proportions over the next 
six months. The reversal arises from the seasonality 
of tax receipts, rather than from any prospective 
change in the trend of spending: 90% of corporate tax 
payments against liability accrued in 1953 has already 
been paid, and payments by employers and employees 
into the OASI fund are tapering off now, as more and 
more employees reach their $72 limit. By the end of 
September, employees with annual earnings of over 
$4,800 will have completed their OASI payments. 
(OASI payments amount to about $5 billion annually, 
but the annual rate of payment was about $6 billion 
in the early months of this year; it will fall to $3 billion 
in the fourth quarter) . 

On top of the numerous evidences of a turning point 
that have arisen over the past three months, all of 
this suggests that a short-term contraction in business 
conditions has been completed at a time when the 
general climate is still at least neutral, and perhaps 
even mildly inflationary. But while the combination 
has obliterated much of the pessimism that was rife 
in Washington and in research bureaus four months 
ago, it has not set any new scares about inflation, nor 
has it brought anybody to the point of forecasting an 
important rise in general business. Two of the reasons 
often cited in support of this neutrality are the level 
of instalment debt and the trend of defense. 


CONSUMERS AND THEIR CREDIT 
' Among the numberless uptrends that have dis- 
tinguished United States economic statistics in the 


postwar years, perhaps the most consistent has been 
the growth in instalment debts. 


In the first quarter of 1946, while durable goods 
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were still very scarce, consumers were borrowing on 
instalment notes at a rate of about $7 billion annually, 
and repaying about $6 billion annually. In the ensuing 
three years, the rates of borrowing and repaying rose 
majestically and almost without interruption until, 
in September, 1948, the borrowing rate reached about 
$17 billion and repayments about $14 billion. The 
rate slid a little in late 1948 and stabilized in the first 
few months of 1949, apparently entirely because of the 
imposition of Regulation W. But even before the sus- 
pension of the Regulation in June, 1949, borrowing 
began to creep up again; the 1948-1949 delay was so 
brief that the repayment rate never caught up with 
the borrowing rate. By the end of 1949, borrowing 
was proceeding at a $20-billion annual clip, and repay- 
ment at about $16.5 billion. 

The boom in borrowing continued into 1950, and 
flowered luxuriantly into a $24-billion rate in the 
summer months after the start of Korean warfare. It 
then languished under the restrictions of the post- 
Korean Regulation W, and for five consecutive 
months in early 1951 repayments ran slightly ahead 
of new borrowing. But with the moderate easing of 
the regulation in June, 1951, the race was on again. 
In April, 1952, the borrowing rate was at $26 billion, 
and the repayment rate at $24 billion. 

With the second suspension of the regulation at the 
beginning of May, 1952, borrowing soared again, sub- 
sided briefly during the strike-induced automobile 
scarcity of mid-1952, and then rose to a postwar peak 
of almost $33 billion in March, 1953, while the repay- 
ment rate was still only $27 billion. 

During this almost uninterrupted seven-year uphill 
climb of the borrowing rate, with the repayment rate 
tagging along several billions behind, consumers ac- 
cumulated, along with their automobiles and appli- 
ances and furniture, about $17 billion of additional 
consumer instalment debt. And they had elevated 
their annual obligations on instalment debt from 4% 
of their after-tax income in 1946 to 10.7% in early 
1953. 

REVERSAL IN CREDIT TREND 


Since March, 1953, however, the behavior of instal- 
ment credit statistics has undergone a broad reversal 
which may be quite significant. For the past year, 
the rate of credit extension has slid irregularly down- 
ward—the first general decline in the rate in the post- 
war period that was not directly associated with Regu- 
lation W. At the same time, the repayment rate, 
which lags substantially behind the borrowing rate, 
continued to climb, reaching a peak in March, 1954, 
of $27 billion, or about 11.3% of disposable income. 
This is apparently the highest proportion on record. 

In January, 1954, the repayment rate caught and 
passed the borrowing rate, and in March instalment 
debt outstanding was falling at an annual rate of 
$2.5 billion. Since March, extensions have risen 
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somewhat, while repayments have declined slightly. 
In the second quarter, something like a balance has 
apparently been struck—at a very high level—be- 
tween repayments and borrowings, and between the 
repayment rate and personal income. 

Instalment credit statistics cannot be analyzed 
without reference to the durables markets in which 
instalment credit is used, and it is certainly true that 
conditions in the automobile market particularly, 
which now accounts for 45% of all outstanding instal- 
ment debt, has helped to shape the recent trend of 
instalment credit. 


ALL A MATTER OF MARKETS? 


However, it would be unwarranted to assume that 
the change which has come over the credit statistics 
in the past fifteen months reflects only a kind of 
“saturation” in durable goods, as epitomized by the 
decline in automobile sales. The use of credit also de- 
clined sharply in the used-car market, where sales 
have run ahead of a year ago. In the new-car market, 
sales not involving credit have, in fact, run slightly 
ahead of last year. The proportion of credit extension 
to automobile sales, in dollars has fallen from about 
457 in early 1953 to about 38% in early 1954. More- 
over, credit use also declined in the household goods 
and appliance market, where products are so diversi- 
fied that “market saturation” has little meaning. 
What the evidence suggests is not that the durables 
markets are saturated, but that the credit market has 
finally matured after its long postwar adolescence. 

There is other suggestive evidence in the credit sta- 
tistics that the great postwar instalment boom has 
come to full flower. During all of 1952 and the early 
months of 1953, outstanding instalment debt rose 
rapidly, not only because of the high rate of extensions, 
but also because the average length of term on extant 
credit was also rising rapidly, for the first time in 
the postwar period. In the first half of 1953, the 
borrowing rate, seasonally adjusted, exceeded its av- 
erage in the first quarter of 1952 by 22%. Between 
May of 1952 and May, 1953, instalment debt out- 
standing rose from $15.3 billion to $20.2 billion, an 
increase of 32%. In roughly the same period, the re- 
payment rate increased only 9%. 

During this period the short-term contracts made 
during the period of Regulation W were being com- 
pleted and were dropping out of the totals, while 
new contracts were being made on progressively longer 
terms. In May, 1952, the average length of extant 
instalment contracts was about thirteen months, both 
for total instalment credit and for automobile credit. 
By mid-1953, the term had increased to about seven- 
teen months for all credit, and roughly nineteen 
months for automobile contracts. These average terms 
are substantially above any postwar experience—and 
even exceed late prewar experience, when the average 
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term was fifteen months for all paper and sixteen 
months for automobile paper. 

Since mid-1953, the length of term has stopped 
rising. This may be particularly significant, in view 
of the extremely competitive conditions in con- 
sumer durables industries over the past year. It 


seems likely that the stimulus provided by the ex-- 


pansion of the term—which in effect amounts to a rise 
in total debt unaccompanied by a rise in monthly 
repayment obligations—has been at least temporarily 
exhausted. 


A LIMIT TO CREDIT GROWTH 


For several years it has been apparent that expan- 
sion of consumer debt at the postwar rate could not 
go on forever, but the point at which the expansion 
would stop was never very clear. Even when repay- 
ment obligations passed above their prewar relation- 
ship to income, the most that could be said was that 
instalment debt had moved off the scale of historical 
experience. 

Now, however, analysts have two more reasons for 
arguing that the postwar credit boom has shifted to 
lower gear. To the fact that credit repayment obliga- 
tions are now a record proportion of income, it can 
be added: (1) that expansion of debt through length- 
ening of terms has stopped; and (2) that over the 
past year the whole consumer credit structure has ap- 
parently stabilized—without benefit of any selective 
credit controls and, in fact, under conditions of pro- 
gressively easier general controls. In effect, consumer 
credit has evidently come upon the self-rationing 
mechanisms which control all lending and all bor- 
rowing in a free economy. Lenders are not now 
anxious to further lengthen their terms, and on exist- 
ing terms borrowers may have about all the credit 
they want. 

This conclusion, assuming it is correct, does not pre- 
clude a continuing long-term rise in the proportion of 
purchases financed by credit, and hence a rise in the 
relation of consumer debt to consumer incomes. It 
does suggest that henceforth the rise may be very 
much slower, and that any relatively brief period of 
fast advance is likely, as it was not in earlier postwar 
years, to be followed by a period of reduction in debt. 
Mid-1953 apparently marked the point at which 
consumer credit returned, after fifteen years, to a 
normal cyclical relation to general business. 


BACKLOGS AND THE NEW LOOK 


At the beginning of fiscal 1954, the Defense Depart- 
ment had available to it about $96 billion, consisting 
of $62 billion unexpended (and unlapsed) spending 
authority voted in prior years, and $34.5 billion in new 
appropriations for the current year. About half of 
the total amount available was earmarked for “major 
procurement and production”—which includes the 
bulk of the defense “hard goods.” 


Out of the total $96 billion, the Department in- 
tended to spend about $42 billion in fiscal 1954, of 
which more than $17 billion would be for hard-goods 
deliveries (roughly $8 billion of which was for aircraft 
alone) against major procurement programs." 

According to still unofficial estimates, total spend- 
ing in fiscal 1954 fell about $1.5 billion below the 
budgeted figure. While the $1.5 billion sounds small 
alongside the stratospheric numbers of the total de- 
fense effort, it is actually a first key to the “new look.” 
Most of the slippage in defense spending occurred in 
the Department of the Army, where the drop 
amounted to about 10% of the total program; spend- 
ing for the Air Force and Navy Departments was vir- 
tually on schedule. Moreover, the total Army pro- 
gram, as originally budgeted, showed a $2.5-billion 
drop from fiscal 1953, whereas the budgeted reduction 
in Navy spending was slight, and the Air Force budget 
actually rose. Result: from fiscal 1953 to fiscal 1954, 
spending by the Army fell by roughly 20%, while the 
Navy and Air Force spent at about the same rate. 
Most of the decline in Army spending has been in 
hard-goods deliveries, which in fiscal 1954 fell more 
than 40% below fiscal 1953. For both the Navy and 
the Air Force, fiscal 1954 hard-goods deliveries ex- 
ceeded their level in fiscal 1953. 


DEFENSE ORDERING DOWN 


But while deliveries only of Army hard goods fell 
below the budget target in fiscal 1954, the placing of 
hard-goods orders for all three services—Army, Navy 
and Air Force—fell sensationally below the rate of 
deliveries. The defense services entered fiscal 1954 with 
a total of almost $40 billion of hard goods on order 
and not delivered. In the first eleven months of the 
year, hard-goods deliveries ran to about $14.5 billion, 
while net new orders amounted to only $2.4 billion. 
About half of the resulting $12-billion decline in total 
hard-goods backlogs was centered in Air Force pro- 
curement; the remaining decline was split about 
equally between the Army and the Navy. 

A breakdown of the decline in military backlogs, 
by product rather than by branch of service, is reveal- 
ing of the trend of total manufacturing backlogs over 
the past year. Virtually all the $8-billion decline in 
backlogs of the transportation equipment industry in 
the first eleven months of fiscal 1954 is accounted for 
by the decline in defense backlogs: the aircraft back- 
log fell more than $6 billion, and backlogs for combat 
and support vehicles fell another $1.5 billion. Approxi- 
mately one fourth of the $3.5-billion decline in the 
unfilled orders of the nonelectrical machinery industry 
reflects declining defense backlogs for production 
equipment. All the $2.6-billion decline in backlogs of 
“other durables industries,” a category which includes 


“Major procurement programs” exclude procurement for operation 
and maintenance, and for reserve components. 
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Consumer Instalment Credit: at the End of a Backlog? 


piece instalment debt has been stable in 1954 Borrowing and repaying are at prewar relationships to income 
15 (5 
PER CENT OF DISPOSABLE INCOME 
(QUARTERLY FIGURES SEASONALLY ADJUSTED) 
bs \ CREDIT 

10 T\ EXTENDED 2 

1S 5 5 
BILLIONS OF DOLLARS 

(END OF MONTH; NOT 

SEASONALLY ADJUSTED) 

10 0 0 
J 1940 46 52353 1952 53 54 
Credit Extension Has Declined, without Benefit of Regulation W 

During the first half of 1954, outstanding instal- 3.0 
ment debt showed little change (it usually rises 
sharpiy in the spring). This stability occurred in the 
absence of any credit controls, and at a time when 
the rates of credit extension and repayment were 
about the same proportion of disposable income 
as in late prewar years. In 1953 and early 1954, 2.5 
the seasonally adjusted rate of credit extension 
slipped downward, while the repayment rate yas 
climbed; in early 1954, repayments exceeded new / Xw 
extensions for the first time in the peshyas pared. ss an 
excluding only a few months in 1951, when Regu- oe 
lation W was in effect. 4 te CREDIT 2.0 
REPAID 
lees: 4.5 
CREDIT 
EXTENDED 
1.0 1.0 
0.5 0.5 
BILLIONS OF DOLLARS APPLIED REMOVED APPLIED LIBERALIZED REMOVED 
(SEASONALLY ADJUSTED) REGULATION W 
0 0 
1946 747 748 49 50 SI ‘Se 53 54 
Sources: Federal Reserve; Dept. of Commerce; The Conference Board 


AUGUST, 1954 297 


298 


ordnance producers, can be explained by the falling 
off of unfilled orders for ammunition. 

As of the second quarter, the rate of Defense De- 
partment procurement, while it has edged up slightly, 
is still less than one half the rate of deliveries. Since 
the drain on defense backlogs has been going on for 
about a year, it seems reasonable to suppose that pro- 
curement will have to shift upward markedly some 
time if the proposed fiscal 1955 delivery rate of about 
$1.2 billion per month is to be realized. 

It is true, of course, that the backlog cannot dwindle 
indefinitely without eventually impinging on the rate 
of deliveries. Moreover, recent delivery rates on de- 
fense orders have already fallen to their estimated 
fiscal 1955 rate, so that little further decline is appar- 
ently planned for the next several quarters. The im- 
petus provided by an upswing in ordering and in 
production of defense components to refill the pipe- 
lines of defense goods could make the defense sector 
of business a mildly expansionary factor, rather than 
a bearish factor, over the next several quarters. 

On the other hand, the defense backlog is still about 
twice the current annual rate of deliveries, a propor- 
tion not very much lower than in mid-1953. Even 
for aircraft, the backlog amounts to twice the annual 
delivery rate. 

It seems probable that procurement will have to 
advance somewhat in the near future to assure future 
delivery rates on key armament items, but barring 
new war threats, there is no clear indication that the 
defense industries are about to be inundated by a new 
wave of mass ordering. 


Apert T. SomMERS 
Division of Business Economics 


BUSINESS FORECASTS 


General 


National City Monthly Letter (July) —‘‘Trade and industrial 
reports have shown further mild improvement in June, con- 
firming the turn for the better that took place in the early 
spring. The gains during the past three months have been 
on the whole slight, but they have been reassuring, and the 
general feeling about the fall prospect is one of confidence. . . . 

“Confidence in the outlook for the second half rests on 
expectation of continuing high consumption; on an assur- 
ance of an abundant supply of money and credit, which has 
been strengthened by the action of the Federal Reserve Board 
reducing member bank reserve requirements; and, thirdly, 
on the belief that inventories of certain goods, notably manu- 
facturers’ stocks of purchased materials, have been reduced 
to a point where buyers must be steadily in the markets even 


while further reduction of finished goods stocks takes place. 


These factors may be expected to support business in the 
future as in the past.” 

The Wall Street Journal (June 28)—“The nation’s industrial 
purchasing executives again reported mild optimism in the 
June survey made by the National Association of Purchasing 
Agents. . 

“A majority of the company procurement officials queried 
found the trend toward improvement in business activity, 
which started in March, is being well maintained in June. 
Production has inched up over May, and orders are reported 
to be fully supporting the production increases. . . . 

“Canadian reports in the June survey weren’t as optimistic 
as those from the United States. Production and orders were 
down from May, and lower than the June United States fig- 
ures, a reversal from the May report. Prices showed stability 
but not strength. Inventories were reported ‘about in line,’ 
as was employment. Canadian purchasing agents expect 
improvement this summer.” 

Murray Shields, vice-president and economist, Bank of 
the Manhattan Company (in an address before the American 
Management Association, June 21)—“‘The decline in business 
which began in the middle of 1953 appears to have lost its 
momentum and a considerable volume of statistical evidence 
now suggests that production, incomes and employment are 
leveling out along a plateau only moderately below the high 
levels attained last year... . 


“Conditions are propitious for another surge upward in 
the United States economy, for the revolution now under 
way in productive technology promises to provide a deep, 
powerful and sound basis for continued growth.” 


J. B. Elliot, executive vice-president, consumer products, 
Radio Corporation of America (in an address before the 
National Association of Electrical Distributors, June 10)— 
“Across the nation there is a feeling—as evidenced by sales 
figures and other statistics—that the downward trend of 
business has been reversed. There are more than casual 
indications that business will continue along on its present 
plateau for the next two or three months through the nor- 
mally slow summer season. Then, unless most polls and other 
business guideposts—as well as my personal viewpoint— 
are completely out of focus, things will pick up.” 


Construction 


Engineering News-Record (July 8)—‘‘Last week ENR 
asked correspondents in more than forty United States cities 
to analyze the general business atmosphere and the prospects 
for construction in their areas during the next six months. 
Here are the over-all conclusions: 

“On private work, the outlook is for a continuing heavy 
volume of mass housing and commercial contracts. . 
“The outlook for industrial contracts is not so certain, but 
indications are that volume will not be far below the second- 
quarter level for the rest of the year. 

“On public works, the signs are that volume will be better 
in the second half than in the first.” 


Chemicals 


A The Wall Street Journal (July 6)—“The chemical business 
is starting to creep up again after months of slackening sales. 
Some firms are even running well ahead of this time last 


(Continued on page 340) 
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Monthly Executive Report 


HOW GOVERNMENT STATISTICS CAN BE IMPROVED 


ACK OF timeliness is the main defect of govern- 
ment economic and industry statistics, according 
to the 117 manufacturing companies participat- 

ing in this month’s survey of business practices. Most 
government statistics, they agree, are too late to be of 
optimum use in day-to-day business operations, and 
some are so delayed as to be of only historical interest 
to those who receive them. Nevertheless, most survey 
participants report substantial use of government sta- 
tistical series in connection with their company oper- 
ations, and many would like to have new and more 
detailed series made available to them. 


EXTENT OF USE 


A few companies state that they make no use of 
government statistics whatever, and rely entirely on 
their trade association for statistics about their own 
industry, and on newspapers and trade journals for 
general economic data. 

Typical of this small group is the producer of build- 
ing materials, who says: 


“For the life of us, we cannot put our finger on any of 
the government statistical series that are of real use in 
the conduct of our business.” 


At the other extreme is a more sizable group, typi- 
fied by the petroleum executive who says: 


“There are very few series that we never use; there are 
many series that we use regularly, and a somewhat smaller 
group that we use from time to time.” 


The series most frequently used by respondents is 
the Bureau of Labor Statistics’ consumer prices, or so- 
called cost of living series. BLS wage and hour data 
and Department of Commerce data on exports and 
imports ranked next in specific mention. 

For several companies, these were the only series 
considered of direct usefulness. One executive, for ex- 
ample, would dispense with “all but about 5% of the 
statistics emanating from Washington,” but states: 


“We consider that the monthly index of cost of living 
is really important and we would be in favor of the govern- 
ment continuing to compile these data. These indices 
should be compiled by the government because their use 
requires absolute impartiality, and they would lose their 
value if compiled by private agencies . . . There are certain 
other figures which have to be compiled by the government, 
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and the government only, by their very nature. These 
would include export and import data, because these 
figures can be derived only from Port Clearances and 
Customs Collections.” 


A chemical manufacturer finds it much more diffi- 
cult to enumerate and assess the relative value of the 
many series used in his company’s operations: 


“Literally hundreds of government statistical series 
(including Federal Reserve, International Bank, etc.) are 
used by us at some time or other, and are therefore useful. 
On the other hand, no doubt our business would still con- 
tinue if there were no government statistics, or a bare 
minimum thereof. Actually, some series (e¢.g., Federal 
Reserve Board production index, exports, imports) might 
be considered indispensable if no private agency could 
supply similar material for a fee that would be reasonable 
for all firms to whom they would be useful. Many series 
are not useful to us, but may be quite useful to others. 
I suppose that any statistical series is justified if the result 
is an increase in the ‘national product,’ 7.e., if its use results 
in benefits in excess of the cost of producing it.” 


Relatively few companies attempt to list all the dif- 
ferent series they find useful, but most indicate classes 
of data and types of statistical publications most 
valuable to them. A substantial number of companies, 
for example, report regular use of the data published 
in the Survey of Current Business, including the gross 
national product and national income statistics; the 
production indexes and other data in the Federal Re- 
serve Board’s monthly bulletin; and the selected series 
published monthly by the Council of Economic Ad- 
visors in its report, Economic Indicators. 

Census publications, and especially the periodic 
population, business and manufactures censuses, were 
named by many companies as invaluable sources of 
“benchmark” data. Department of Agriculture crop 
reports and price data, and Bureau of Mines reports 
were rated as highly useful by some industry groups, 
although of less widespread interest. 

Another government series cited as particularly use- 
ful by a number of cooperators is the County Business 
Patterns series published annually by the Federal 
Security Agency and the Department of Commerce. 
An office equipment manufacturer, whose trade asso- 
ciation helped in the development of this series, writes: 


“A very important statistical release, used not only by 
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our industry but applicable to almost any industry in the 
producers’ or industrial goods field, is the County Business 
Patterns release. This was a project originally insti- 
gated by our Committee and tied in with the Bureau of 
Old Age and Survivors Insurance (Social Security), where- 
by establishments in all industrial classifications are broken 
out, county by county, giving taxable payroll and other 
breakdowns by types of business operations. Although 
there has been a long interval between these releases, with 
the addition of Univac equipment in the Bureau of Census 
there will be only a seven or eight-month lag after the col- 
lection of first-quarter information, which is used as the 
basis for this report.” 


In addition to industry series and series on general 
economic trends, businessmen express much interest in 
long-term “benchmark” data provided by government 
census. One chemical company comments: 


“Although the Census of Manufactures is taken only at 
long intervals and is available quite late, it is invaluable 
in checking and revising privately gathered statistics. 
We gripe about the time and expense required to complete 
our own copy of the questionnaire, but we know that many 
private series can become distorted if they are not recon- 
ciled periodically with the complete census.” 


Numerous other cooperators concur in emphasiz- 
ing the indispensability of comprehensive, and rela- 
tively frequent, census tabulations to check and guide 
the current tabulations and estimates of both govern- 
ment and private groups. The comment of a steel 
company is indicative of the importance attached to 
this type of benchmark data: 


“May we emphasize that without a Census of Business 
within the next twelve to eighteen months, American 
industry will be greatly handicapped in its planning for the 
future. It is practically impossible to forecast the future 
of any industry, or any company within an industry, unless 
we can look at past events and trends—and the era since 
1947 has been one of the most important in this respect in 
the business history of the United States since the indus- 
trial revolution.” 


Second-hand Use of Government Data 


Many respondents call attention to the various in- 
direct channels by which government statistics are re- 
ceived and used by their companies. As one company 
explains it, “many people in industry do not realize 
how much government statistics they receive second 
hand. They rely on private agencies, periodicals, and 
newspapers for information without realizing how 
much these private agencies rely in turn on govern- 
ment statistics.” 

An industrial machinery manufacurer lists a wide 
variety of government statistics used directly in his 
business, but notes also the “myriad figures, too many 
to enumerate,” which are used by economic agencies 
in general forecasting, with these forecasts in turn 
being used by business for both long and short range 
planning. He concludes: 


“Although these statistics may not be used directly by 
a specific company such as ours, they are fundamental to 
expressions of business opinion upon which a business firm 
might make many decisions regarding plant expansion, new 
fields of activity, plant lay-offs, and so on.” 


This pervasive influence of government statistics 
on business decisions is observed by another cooper- 
ator, who is of the opinion that this “knowledge- 
effect,” as he calls it, is one of the best deterrents to 
major business recession: 


“T feel quite certain that the publicity given by the news- 
papers and forecasting services (based on government 
statistics) to the dangers inherent in the inventory accumu- 
lation, which took place through September of 1953, 
materially aided in reducing the amount of the build-up 
and the subsequent contraction.” 


CONFLICTING DEMANDS 


Although virtually unanimous in their desire for 
more current reporting of government statistical series, 
many respondents are very conscious of the practical 
obstacles involved, and of the conflicting demands for 
economy, completeness of coverage, accuracy, and 
specific detail which make for delay in the release of 
government statistics to users. 

Most companies also recognize that currency is an 
objective never fully attainable. As one steel com- 
pany admits, “no statistics are ever sufficiently cur- 
rent,” or, in the words of another, “sufficiently cur- 
rent for ideal commercial operations.” 

The prevailing sentiment is summed up in this 
comment by an electrical manufacturer: 


“Everyone would like to get more detailed information, 
to get it faster, to get complete coverage, etc. These desires 
are in opposition to one another and all point in the direction 
of increased cost.” 


Industry’s own role in helping to expedite govern- 
ment reports is noted by another respondent from the 
same industry. 

By and large, those companies that report exten- 
sive use of statistics in running their business tend to 
agree with the respondent who says: 


“It is probably only natural to be looking for the reports 
before they are ready, but generally they are sufficiently 
current for our use. We realize that it takes some time to 
tabulate the information and feel that a reasonably good 
job is being done in an attempt to publish them promptly— 
but any reduction in the time lag would be appreciated.” 


Too Much Emphasis on Currency? 


Granting that currency is a desirable objective in 
most instances, two respondents point out that the 
demand for up-to-the-minute data can be carried too 
far, and that less frequent reporting is a possible area 
for economy. A food company representative points 
out that “we have gotten into the habit of waiting 
breathlessly for the latest weekly or monthly figures, 
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but when we see them we are likely to say, ‘Oh well, 
one week or month is not so significant anyhow.’ ” 

A petroleum company executive goes even further in 
suggesting that some statistics are reported too fre- 
quently: 


“Our purchasing department, for example, has received 
bids tying contract prices to parts of the wholesale price 
index, which would seem to invite price instability. The 
minor fluctuations of the consumer price index, in a period 
of relative price stability, also seem to receive more publicity 
than their nature or their magnitude would warrant.” 


Expediting Release of Data 


Constructive suggestions for speeding up the col- 
lection and dissemination of government statistics fall 
under four general headings: 


© More extensive use of sampling and of interim 
estimates 

® More “‘flash” releases of major findings before final 
tabulations are completed 

® More funneling of data through newspapers, trade 
journals, and trade associations in advance of official 
publication in printed reports 

® Improvement in the mechanical processes of compila- 
tion, publication and distribution of data to users. 


Several companies suggest that sampling techniques 
could be used advantageously to speed up the avail- 
ability of certain series, where knowledge of trends is 
more important than actual final figures. But others 
object strongly to the use of sampling procedures and 
estimates. 

Thus the opinion, “interim monthly estimates of 
data normally reported on a quarterly basis would be 
helpful,” is countered by the opinion that, “it is de- 
sirable to have information sooner than it is now re- 
ported, but not if estimates have to be made.” 

Considerable support is voiced for “flash” prelimi- 
nary reports of major findings through releases to the 
newspapers, trade journals, and trade associations. 
More use of mimeographed releases, and more activity 
on the part of trade associations in reproducing and 
disseminating relevant data to members are also 
advocated. 

The services performed by daily and weekly trade 
publications, and by private commercial services, in 
summating and releasing government data that is col- 
lected on a current basis but published at less frequent 
intervals, are mentioned favorably by various report- 
ing companies. 

One respondent criticizes the government practice 
of delaying release of unadjusted indexes until after 
seasonally-adjusted series have been compiled and 
issued. 

Increased use of electric computing machines and 
other tabulating equipment as a means of expediting 
compilation and release of data is recommended by 
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several cooperators—one of whom would follow up 
with “teletypewriter systems for the rapid transmis- 
sion of statistics to users.” 

Various reporting companies observe that delays 
in the dissemination of weekly and monthly statistical 
series occur in the reproduction and distribution of 
finished reports, rather than in the collection and proc- 
essing of the data. And the cooperator who wishes 
“it were possible on payment of a special fee to have 
reports mailed first class instead of third class” is 
joined by many others who would be willing to pay 
more for speedier transmission of final reports, or 
advance release of component series in which they 
have a particular interest. 

Relatively few companies mention the use of exist- 
ing facilities for special-fee services. One chemical 
manufacturer, however, reports his company has found 
it possible to obtain various types of data (including 
monthly export and import figures earlier than their 
actual release) by telephone from government depart- 
ments under a contract fee system. 


Elimination of Duplication 


Elimination of duplication and better coordination 
of statistical series are other forms of needed improve- 
ment stressed by reporting companies. Most com- 
ments refer to overlapping or lack of consistency in 
government series themselves, but others are con- 
cerned with more effective integration of both govern- 
ment and private series as a means of maximizing the 
usefulness of available data. 

Respondents from many of the key industries report 
the success of trade association committees in effect- 
ing improvements in the government statistical data 
for their industries, so that the series conform in 
classification and detail to the needs of the industry, 
and complement the trade association’s own series. 
Prior government consultation with industry repre- 
sentatives on proposed new series or modifications of 
existing series is also suggested. 

Other suggestions advanced for streamlining the 
collection and processing of data, or otherwise improv- 
ing the usefulness of government statistical series in- 
clude the following: 


® Establishment of a centralized clearing agency, such 
as exists in Canada, to coordinate the government statis- 
tical activities 


® Periodic publication of an index of all statistical series, 
telling exactly where they are available 


© Reexamination of seasonal adjustment factors, and 
careful reappraisal of those based on selected prewar or 
postwar years 


® More extensive use of scientific sampling 


® More care in definition of data to have them more 
nearly pure 


© Less estimation and imputation of gaps in data 
® More qualification of inadequacies in data 
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® Periodic revision of reporting forms, so that classi- 
fications and definitions keep pace with the development 
and introduction of new or altered products 

® Provision, upon request and on a confidential basis 
forbidding public disclosure, of unpublished component 
series needed for special research projects 

® Brief descriptions of sample designs, estimating pro- 
cedures, and magnitude of standard error of estimate where 
sampling techniques are used 
_® Less emphasis on dollar value series, more on series 
Based on physical volume of output and employment. 


SPECIALIZED INDUSTRY STATISTICS 


That government and industry have reciprocal re- 
sponsibilities in providing economic and industrial 
statistics, and that the best job can be done by coordi- 
nating and integrating their statistical activities, is 
generally agreed upon by survey participants. But 
they express very diverse opinions on the relative 
value of trade association and government statistics 
for their own industry, and on the proper division of 
responsibility for collecting and disseminating special- 
ized industry data. 


A Joint Responsibility 


The need for better liaison and cooperation to elimi- 
nate duplication of effort, and to improve the compara- 
bility and usefulness of industry data is widely 
acknowledged by companies cooperating in the survey. 
They agree that both government and trade associ- 
ation series are needed to obtain the complete picture 
necessary to guide the short- and long-range decisions 
of company executives. 

A steel company representative puts it this way: 


“There are areas in which it is preferable for a trade 
association to compile the data. A typical example of this 
is that of the statistics furnished by the American Iron 
and Steel Institute. On the other hand, there are areas in 
which only the government is able to do a comprehensive 
job, particularly where there is no strong trade association 
or where the membership in the trade association is not 
sufficiently all embracing to represent all segments of an 
industry. . . . It should be a question of who can do the 
best job rather than who is to pay for the cost.” 


Pro-Trade Association 


Those companies that want trade associations to 
take the dominant role in providing specialized in- 
dustry statistics, and the government to confine its 
efforts to general economic series of broad public 
interest, advance arguments such as the following: 


1. Trade associations can collect and disseminate the 
data more quickly and cheaply. 


2. They are able and willing to collect more detailed 
data on a more frequent basis. 


3. They can secure better cooperation of industry 
members. 


4. They are able to collect, compile, and distribute 
figures in a form more closely adapted to industry needs. 

5. They can police the completeness and accuracy of 
data better. 

6. Industry ought to be self-sufficient and take care of 
its own statistical needs. 


The following comments are representative of views 
expressed by pro-trade association respondents: 


“We feel that only strong trade associations can compile 
accurate data from within their industries, and that there 
is a real need for such groups, both to police their industries 
and to make necessary statistics available. They can prob- 
ably do both of these jobs better than the government 
can.”’—(Mining) 

* * * 


“When done privately the programs are more flexible, 
their scope can be more easily adjusted to the current needs, 
and the data are available more promptly. The periodic 
business censuses which only the government can take are 
needed to furnish occasional over-all check data.”—(Non- 


ferrous metals) 
* * * 


‘We wish to report that we do not use any of the govern- 
ment statistical series. Our trade association furnishes us 
with the desired information—which we estimate is gotten 
quicker and more accurately. When we use the trade 
association reports, we feel that we have contributed to 
them, and we know that other members of the industry 
have also contributed on the same basis, and we feel that 
they are more reliable, even though they may not be. 
Therefore, as far as we are concerned, all statistics pro- 
vided to the trade association are important, and the 
government reports are nothing but a repetition of ours.” 
—(Hardware) 


Pro-Government 


Companies that feel the government should continue 
to collect industrial statistics on at least the present 
scale offer such reasons as these: 


1. It is a basic government responsibility to collect and 
publish data on economic and industrial activity. 


2. Government series are more apt to be “unbiased.” 


3. The confidential status of data is better insured 
under government collection. 


4. Government series are available to all, whereas trade 
associations often restrict distribution. 


5. Many trade associations lack qualified statistical 
personnel. 


6. Government collection of data is not hampered by 
the possibility of antitrust charges. 


7. Only the government can secure adequate coverage 
in industries composed of many small units. 


8. Government series provide continuity and consistency 
of series and can be combined in aggregate or index series. 


Typical comments from respondents favoring gov- 
ernment collection of industry statistics are these: 


BUSINESS RECORD 


“Our general feeling is that industries, trade associations, 
and individual companies cannot collect adequate statistics 
for their own industries for four main reasons: 

a. Adequate collection of industry statistics is poten- 
tially hampered by the chance of running afoul of the anti- 
trust laws; 

b. Competitive considerations raise the specter of vio- 
lated confidentiality; 

ce. Varying and changing coverage leads to questionable 
reliability; 

d. Data gathered are apt to be special-purpose statis- 
tics and not adaptable to integration into necessary 
general-purpose patterns. 

Our feeling is that more adequate statistics can be 
assembled at less cost and with more reliability by govern- 
ment, with the cooperation of industry.”—(EHlectrical 


manufacturing) 
* * * 


“No trade association covers a broad enough area to 
publish any consolidated information in a way which 
would be satisfying to business needs. Therefore, there is 
a point where private industry must turn the work over to 
a broad, over-all organization such as the United States 
Government.” —(Industrial machinery) 


* * * 


“From experience in our industry, I would say the gov- 
ernment is in better position to make a far-flung effort, 
together with the authority behind such requests in order 
to perform a better job than the trade associations.” — 


(Office equipment) 
SHARING THE COSTS 


While most of the reporting companies approve the 
idea of shifting to industry all or part of the costs of 
collecting “specialized industry statistics of interest to 
only a small segment of the business community,” 
there is no real consensus on where the line should be 
drawn as between specialized and other industrial sta- 
tistics, and how the costs should be allocated. 

As one executive points out, it is easy to accept the 
general principle that a specialized series should be col- 
lected, or at least paid for, by those who will benefit 
from it. But he, along with other respondents, fore- 
sees major practical difficulties in any attempted ap- 
plication of the principle. Who is to decide the extent 
of interest in any particular series? How, and by 
whom, can cost be equitably allocated among govern- 
ment, industry and individual company interests? 

An oil company executive suggests that only a very 
minor part of all industry statistics would fall within 
such a specialized category, inasmuch as nearly all 
series are useful to industries other than the one imme- 
diately involved, and also to the government itself. 

An automobile manufacturer elaborates: 


“Much of what may be called specialized industry sta- 
tistics is widely used outside a particular industry. For 
example, the Federal Government itself makes use of such 
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significant industry indicators as production of iron, steel, 
coal, autos, electricity, oil, paper, ete. Financial and 
credit institutions, university business research bureaus, 
and others utilize the data for their analyses. Only in cases 
where the specific industry figures are not used to compile 
general economic series and are of little or no importance 
to government and to individuals or businesses outside the 
industry would we favor that the industry pay for the cost 
of compilation. But industry, trade associations and com- 
panies should cooperate in assembling data.” 


Several companies note that the government has a 
basic responsibility to the economy to collect and dis- 
tribute statistics on industrial activity and that in- 
dustry members already contribute substantial sup- 
port for this service in the form of taxes, and the costs 
entailed in compiling and reporting data on their own 
companies. Hence, it is argued, they should not be 
called upon to make direct payment for statistical 
services except in those special instances where a 
small group has requested collections or tabulations of 
data that are of no real significance to any other group 
or to the government itself. The president of an office 
equipment company expresses this opinion: 


“Certainly, in cases of extremely specialized and rela- 
tively small industries, the public interest is not served by 
expenditures for collecting and publishing these data. In 
such cases, it would certainly be possible for the industry, 
either collectively through trade associations or individu- 
ally, to pay part of the costs. As a suggestion, this portion 
might include publication and tabulation costs only, or it 
might also include costs incidental to collection if not ap- 
plicable to other general data or use. 

“In the case of larger industries, there are probably 
other factors to consider—the use of the data by economists, 
research groups or sections of other industries and the 
mobilization planners of the Federal Government. Here 
the costs might be borne more by industry in higher prices 
for the published data. However, total subsidization by 
the industries directly involved would be unfair.” 


Various respondents call attention to the existing 
Facts for Industry series which are collected on a 
contract basis for special industry groups. They sug- 
gest that other types of cooperative arrangements 
could be worked out for sharing the costs of special 
tabulations, or additional series of mutual value, which 
are not feasible with the funds now available to the 
government agencies. 

One company proposes, for example, “that the gov- 
ernment make available, at cost, special tabulations of 
product, geographical, or other subdivisions of avail- 
able data for limited or special interest purposes.” 
Another suggests that “the government should go 
further in exploring the possibility of gathering de- 
tailed industry statistics which could be supplied if a 
fee were charged to interested concerns.” 


WANTED AND UNWANTED SERIES 


Cooperators submit many proposals for improving 
presently available government statistics, including 
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the addition of several new economic indicator series, 
as well as expansion and modification of existing in- 
dustry series. 


Proposed New Series 


More and better data on end-use consumption of 
products would be welcomed, say several companies. 
A chemical manufacturer writes as follows on this 
point: 

“Statistics which would be extremely helpful, but which 
are generally lacking, are figures on the end-use consump- 
tion of chemicals. Even if the figures were only reported 
once every five years they would be helpful and would offer 
a clue in allocating outlets. That, in my opinion, is the 
greatest deficiency in the valuable statistics that are being 
published by the government.” 


Resumption of the interindustry relations (input- 
output) statistics, that have been curtailed for 
economy reasons, was urged by a number of com- 
panies. A machinery manufacturer says: 


“A really worthwhile addition to the battery of currently- 
reported statistics would be reasonably frequent reports 
concerning interindustry relations, such as that made by 
the Department of Labor for the year 1947. This would 
have immediate application for both government and 
industry.” 

A series that would measure regional activity (e.g., 
for five western states), is advocated by a petroleum 
company. Various executives suggest also that more 
geographic breakdowns of existing economic series are 
desirable. 

“The only urgent need for improved service at the 
moment is the need for a more current new orders 
series,’ writes one food executive. Other companies 
also see a need for more frequent and more reliable 
data on new orders and on inventories. 

New general economic series proposed by another 
cooperator include “a cost-of-distribution series on 
some consistent basis; a monthly series on disposable 
personal income; and a series showing private nonfarm 
construction expenditures for modernization and re- 
pair of homes.” 

Publication of more of the series used in compiling 
GNP data is requested by an industrial machinery 
executive, who would like (a) “all the series used in 
the constant dollar deflation of gross national product 
components” including the deflators of nonresidential 
construction, building and net foreign investment 
which are not now published; and (b) “personal in- 
come, savings, and debt statistics reported on a com- 
parable basis according to income-size groups, by 
sources of income, form of savings, and type of debt.” 

Another executive from the same industry makes 
the following suggestion: 


“A series of age characteristics of producers’ equipment, 
scrappage of producers’ equipment, and capacity usage of 


producers’ equipment would be extremely valuable to the 
capital goods industry.” 


Series To Drop 


Specific suggestions for abandonment of existing 
series are few in number, although many companies 
feel that substantial reductions are possible in the 
over-all volume of data collected, and that all series 
should be critically reviewed and evaluated as to 
potential usefulness, actual usage, and duplication of 
privately collected statistics. 

Several cooperators emphasize their unwillingness 
to propose the dropping of series which are of no value 
to them, because the same series may be of great im- 
portance to other users. 

The need for the indexes of stock prices compiled 
by the Securities and Exchange Commission is ques- 
tioned by one chemical company, in view of the fact 
that “the Dow Jones and Standard Statistics are both 
accurately compiled and widely disseminated at 
almost no cost.” Conceding that the latter two may 
have their faults for specific purposes, he doubts 
whether a third adds much to the common knowledge. 

The releases of the Federal Trade Commission cov- 
ering operating percentages for certain industries are 
called unreliable and misleading by one respondent, 
and another finds the quarterly financial reports of 
the Commission of no value. 

In a few instances, companies suggest discontinu- 
ance of industry data collected in the Facts for In- 
dustry series, on the grounds that practically all the 
information is available from trade association sources. 

Suspension of certain economic indicator series, 
pending correction of serious defects of coverage, com- 
pilation, or concepts, is proposed in several instances. 
These comments are included below, with other criti- 
cism of the particular series in question. 


CRITICISM OF EXISTING SERIES 


Critical comment on existing government statistics 
relates primarily to inadequacies of coverage, classi- 
fication detail, or timeliness. The reliability and ac- 
curacy of certain composite series were also questioned 
by some cooperators, who offered various suggestions 
for revision and improvement. 

Data on employment and unemployment, on pro- 
ductivity, and on new orders and inventory were the 
subject of strong adverse comment, as were the con- 
struction series. Revision of the savings and invest- 
ment components of the gross national product and 
national income statistics was also advocated by sev- 
eral survey participants. 


Productivity Data 


Probably the most severe criticism was directed at 
the productivity data collected by the Bureau of 
Labor Statistics. Comments such as the following, 
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emanating from various types of industry, indicate 
wide dissatisfaction with the data: 


“Data regarding productivity represents perhaps the 
most hopeless morass of all government statistics. This 
area needs intensive and immediate research, and dis- 
continuance of publication until reasonably reliable data 
can be forthcoming.”—(Electrical appliances and supplies) 


* * * 


“The BLS apparently intends to introduce a series 
measuring productivity. We shall attempt to reserve 
judgment until the results are made known, but we suspect 
that the matter is not susceptible of numerical measure.” 
—( Petroleum) 


* * * 


“In the realm of unsatisfactory statistics, we believe a 
leading place should be given to the BLS indexes of pro- 
ductivity, especially those derived from secondary sources. 
The problems of definition of output, coverage, changes in 
auxiliary operations (such as making instead of buying 
supplies) each can contribute errors greater than the mag- 
nitude the index is supposed to measure.”—(Food) 


* * * 


“In this era of automation, where there is less and less 
correlation between number of employees and other 
measures of productivity of a particular plant or group of 
plants, value added by manufacture would be a better 
measure to use. Companies which sell equipment, supplies 
and raw materials are interested in capital investment or 
productivity. This is increasingly better measured by value 
added by manufacture, rather than number of employees.” 
—(Industrial machinery) 


* * * 


“One of the problems is the solicitation by the govern- 
ment of various reports for which industry is skeptical as 
to the ultimate use. We have been requested from time to 
time to furnish labor report information which we feel quite 
sure is just the type of information that is improperly used 
to show an increase in ‘productivity’ as related to man- 
power, with no credit being given for the increased pro- 
ductivity due to technological and equipment improvement 
changes.” —(Foundry) 


Employment, Wages, and Hours 


The desirability of coordinating and improving em- 
ployment data was stressed by various respondents. 
An industrial machinery manufacturer points up exist- 
ing confusion in this area: 


“Employment data on a national level is currently 
collected and reported by four separate government and 
private agencies (United States Department of Com- 
merce, United States Department of Labor, Federal 
Security Administration, and the Board of Governors of 
the Federal Reserve System). In addition, state and local 
governments collect and report employment data that 
cannot be used at the national level because the data are 
neither universally collected nor comparable amongst the 
various collecting agencies. Streamlining this maze of 
apparent duplication would unquestionably result in drop- 
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ping some series as well as introducing confidence, and 
encouraging more widespread application of the series 
retained.” —(Industrial machinery) 


Wage and hour data are also deemed inadequate by 
several survey companies: 


“We have little or no use for figures pertaining to labor 
rates, hours worked, etc. Experience shows that national 
averages are misleading as labor rates are actually de- 
termined by area. The average area figures may be of 
interest to companies with plants located in various regions 
but they are of little value to manufacturers who have one- 
plant operations.” —(Industrial machinery) 


tt Boe t 


“The various series on employment and hours are not 
easily comparable. A common survey week would facilitate 
comparisons and cross-checking. Area or regional sum- 
maries of the labor force and its components would improve 
the analysis of changing economic conditions. In addi- 
tion, we would like to see (1) seasonal adjustments of 
Census employment and unemployment totals, (2) in- 
clusion of Bureau of Employment Security benefit ex- 
haustion data in the new joint release on employment, 
(3) a separate breakout of children under fourteen in the 
Agricultural Marketing Service farm employment series, 
and (4) serious consideration given to the possibility of 
publishing man-hour and average weekly hour series based 
on hours worked in addition to the present BLS series 
based on hours paid for.”—(Automobile and equipment) 


* * * 


“Because of the innumerable complexities involved in 
general wage comparisons, we find it most useful to com- 
pare average straight-time hourly base rates. The BLS 
method of computing straight-time average earnings (ad- 
justing gross hourly earnings only for time and one-half 
payments for hours worked in excess of forty per week) 
leaves much to be desired in establishing valid com- 
parisons.” —( Petroleum) 


% * % 


“Figures in the petroleum industry relating toemployment 
and earnings are limited in their value by the method of 
reporting. Thus BLS statistics on hours and earnings show 
an index for products of petroleum and coal. Working 
conditions in petroleum-refining and coal products are dis- 
similar and to consider the two in aggregate unnecessarily 
limits the usefulness of the index.”—( Petroleum) 


* * * 


“The wage data would be somewhat more helpful if the 
various city reports covered a similar period for all cities, 
rather than the year-round spread now being used.”— 
(Industrial machinery) 


Sales, Inventories, New Orders 


Complaints against the Department of Commerce 
data on sales, inventories and new orders are numer- 
ous. One electrical manufacturer says flatly that in- 
ventory, sales, and orders data by industries should 
be dropped until such time as clear reporting can be 
accomplished. Other comments include the following: 
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“We would like to, but do not, use the series on manu- 
facturers’ new orders and manufacturers’ unfilled orders, 
which would prove very useful indices were they collected 
on a more meaningful basis. It is our understanding that 
much of the data is on a ‘mill basis.’ Inventory buildup or 
inventory reductions of branch warehouse stocks or con- 
signed stocks affect these figures materially. It would be 
good to have these data uniform and realistic.” —(Steel) 


* * * 


“The outstanding example [of an unsatisfactory series] 
has to do with the monthly index series on manufacturers’ 
sales, inventories, new orders and unfilled orders, prepared 
and released by the business structures division of the 
Department of Commerce. After a very careful review we 
have found many inconsistencies, outright errors and mis- 
leading factors involved in this series. . . . It should either 
be discontinued entirely or prepared by the Bureau of the 
Census, employing sounder procedures than those presently 
being used.” —(Electrical machinery) 


* * * 


“We have never felt sure of the stock-sales ratios given 
in the wholesale trade report. Those figures would be more 
useful if reported in terms of inventory turnover, a con- 
cept more familiar to us.” —(Electrical machinery) 


Construction Series 


Criticism of construction statistics comes from many 
industry groups: 


“Construction data by Department of Commerce are not 
reliable. This series, as it applies to certain segments of 
total construction volume could be very helpful to us if 
we had more confidence in it.” —(Office equipment) 


* * + 


“We regularly use the Department of Commerce series 
on construction work-put-in-place, but frankly have lately 
grown very apprehensive about them as we understand 
these figures are so full of estimates and inadequate data 
as to be questionable. . . . It is just possible that if they 
cannot improve these statistics they ought to be dis- 
continued.” —(Industrial machinery) 


* * * 


“Number of nonfarm housing starts published monthly 
are formula figures not available by areas and there is no 
basis for determining accuracy. Residential building per- 
mits cover incorporated areas only.”—(Heating and 
plumbing) 


* * * 


“Statistics on construction—particularly maintenance 
and repair—should be expanded and improved.”—(Steel) 


* * * 


“We feel that building statistics could be reported most 
efficiently by private agencies, such as the F. W. Dodge 
Corporation.” —(Heating and plumbing) 


Cost of Living and Other Price Series 


Although these series were mentioned frequently, 
critical comments were relatively few: 


“The Consumer Price Index includes many more com- 
modities and probably covers many more locations than 
necessary for accuracy.”—(Food) 


* ¥ * 


“There is a weighting bias in composite price indexes. 
For example, coffee consumption is down due to increased 
prices, but the weighting system fails to take account of 
this.” —(Food) 


* * * 


“Would like a breakdown of meats, poultry, and fish 
index inasmuch as trends in the prices of these commodi- 
ties can be quite different.” —(Food) 


* * * 


“Cost-of-living data give changes within each city, but 
no market basket comparison between cities which we 
would like to be able to compare.” —(Industrial machinery) 


* * * 


“Metals and metal products index is based entirely on 
published base quotations rather than actual prices being 
paid.” —(Industrial machinery) 


Export-Import Statistics 


“The sampling techniques recently instituted in the 
preparation of the summary data on export statistics have 
greatly damaged the accuracy of these data. Since it has 
been found to create many inconsistencies in the summary 
data, the sampling system should be abolished and com- 
plete enumeration be resumed.”—(Electrical machinery) 


* * * 


“Imports of merchandise for consumption, FT 110 comes 
out monthly about four months late. This is so slow that 
only the annual edition is of real value.”—(Petroleum) 


* * * 


“Some series are viewed with a jaundiced eye because 
we are aware of their inadequacies. A specific example is 
the export data presented in the Bureau of the Census 
Report No. FT 410, where new and used machinery are 
reported together, as are fully-automatic and manually- 
operated machines. Data of this character are of nebulous 
value and are suited almost exclusively to disclosing pro- 
nounced trends. If these data were improved, they would 
be used in forecasting foreign sales and establishing foreign 
sales quotas.” —(Industrial machinery) 


Gross National Product and National Income 


Comparatively few participants in the survey made 
specific criticisms of GNP and national income sta- 
tistics, although several expressed a desire for more 
explanation of the coverage and construction of the 
composite series, and more extensive annotation to 
“spell out more clearly the limitations and the pitfalls 
of using specific components in business forecasting.” 

One electrical manufacturer is of the opinion that 
the gross national product statistics should be dropped 
until methodology can be improved and serious gaps 
of missing data closed. An automobile manufacturer 
points to three problem areas: 
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“J. The concepts of disposable personal income and of 
personal savings need to be reexamined. There appear to 
be a number of ‘fixed or semifixed’ commitments of indi- 
viduals and unincorporated business which are not included 
in personal consumption expenditures but are reflected in 
disposable income and personal savings. Primary examples 
of various fixed commitments are (a) certain debt retire- 
ment such as home mortgage debt and consumer instalment 
credit, and (b) certain insurance and pension premiums. 


“Obviously, the lumping of such varied items as (a) net 
debt retirement, (b) increase in insurance and pension 
reserves, (c) net investment by individuals and unincor- 
porated business, and (d) change in liquid asset holdings 
by individuals and unincorporated business lead to a con- 
fused interpretation of personal savings. We would urge a 
quarterly breakout of the above items if possible. This 
would tend to minimize flagrant and meaningless uses of 
the rate of personal savings. 


“Another possible approach would be that of subtracting 
out the relatively fixed items from the present disposable 
income, resulting in a more realistic disposable income 
figure. 


“2, The preliminary figure for the change in business 
inventories is usually highly questionable, especially on a 
seasonally adjusted basis. The first revised figure comes 
out about five months after the end of the quarter. By 
that time the real inventory situation may have changed 
drastically. 


“3. The services component of personal consumption 
expenditures includes a sizeable amount called imputed 
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rent, which is shown only annually. It would be helpful 
if imputed rent estimates, or at least that part not involving 
cash outlays would be broken out in the quarterly data. 
This would enable analysts to evaluate an actual economic 
situation more correctly. If possible, the same adjustment 
should be made of other imputed noncash expenditures or 
income, ¢.g., that portion of agricultural income and per- 
sonal incomes coming from farm products used in the 
household.” 


Individual Industry Series 


Criticism of statistical series for individual indus- 
tries focused most often on the adequacy of classifica- 
tion detail to fit specific needs of reporting companies. 
Lack of currency of the data, and duplication with 
trade association data were other sources of criticism. 

All of these suggestions and criticisms are aptly 
summed up by the executive who wrote: “One fun- 
damental point in this whole problem, which it seems 
to us should be kept clear, is the distinction between 
statistics per se and substantive matters. The statis- 
ticians have what approaches a science, but that 
science, when transferred to a particular field, is often 
in disrepute because of inadequate substantive and 
definitional manipulations.” 


Enw Batrp Lovetu 
G. CiarK THompson 
Division of Business Practices 


Economic Notes 


A Dynamic Industry 


“The manufacture of paper and paper products is a grow- 
ing industry. Output in 1953 hit a new peak and producers 
are confident that 1954 demand will approach last year’s 
level. 

“Despite a tremendous increase in facilities during 1953, the 
paper industry (exclusive of newsprint manufacturers) has 
been producing at an average rate of 94% of capacity so far 
this year, surpassing the year-ago ratio in many weeks. 

“For paperboard production, however, the ratio has been 
somewhat lower and has lagged behind last year’s figure. 

“The rapid spread of the self-service method of merchandis- 
ing, particularly, has increased the demand for paper and 
paperboard packaging, while the frozen food industry has 
challenged the ingenuity and resources of paper container 
manufacturers. 

“Research is constantly improving these products and ex- 
panding their usefulness. 

“Producers are now eyeing the soft-drink market, which has 
just been invaded by canners, and are considering the possi- 
bility of beer cartons. 

“Other unusual paper products which new chemical treating 
processes have made possible include bathing suits, sleeping 
bags, rain capes, diapers, ice cube bags, acoustic absorbents, 
auto seat covers and a host of others. 

‘New pulping processes are enabling the raw material sup- 
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pliers and the primary producers to keep pace with this ever- 
expanding production.” —New York State Commerce Review. 


Those Income-tax Cuts 


“ce 


. It is simple to estimate the revenue effects of 
rate changes and their distribution by brackets. The follow- 
ing magnitudes may be helpful in judging the revenue 
potential of rate reductions: 

1. Each percentage-point reduction in the rates in all 
brackets would reduce revenues at 1953 income levels by 
almost $1.2 billion. 

2. A reduction of one percentage-point in the first bracket 
rate would lose $810 million. By contrast, the same reduc- 
tion in all tax rates above the first bracket would lose $360 
million. Thus, a one percentage-point reduction in the first 
bracket rate is equivalent to a reduction of about two and 
one quarter percentage-points in all other rates. 

3. Reductions in the first bracket rate would be heavily 
concentrated in the lowest income classes. Of the $810 
million loss resulting from a one percentage-point reduction 
in the first bracket rate, $530 million would go to taxpayers 
with surtax net incomes of less than $2,000 and $730 million 
would go to those with surtax net income of less than $4,000.” 
—Joseph A. Pechman, “Yield of the Individual Income Tax 
During a Recession.” National Tax Journal, March 1954, 
page 12. 


Maximum Benefit Amounts and Maximum Potential 
Duration Considered Together 


Potential Annual 
Basic Benefits “ 


$900-9990.1% 
$800-899 2.2% 


$700-799 


$400-499\(64 11% 1954 


Note: Height of bars indicates the number of states with the 
specified potential maximum; width of bars indicates the 
percentage of all covered workers in those states. 


4 Excluding dependents’ allowances and other bonuses 
Sources: Bureau of Employment Security; The Conference Board 


HE ADMINISTRATION has postponed until 
1955 its drive to have the states raise the amount 
and duration of unemployment benefits. Evi- 
dence that the issue is still alive can be found in the 
testimony, last month, of the Under Secretary of Labor 
before a Senate Committee considering a bill to in- 
crease benefits under the District of Columbia statute 
to $30 a week for a uniform twenty-six weeks. He 
urged the Committee to act with speed, because it was 
imperative for Congress to set an example for states’ 
action next year on the President’s recommendations. 
The prospect of such legislation this year disappeared 
when the 1954 legislative sessions ended with only 
three states passing amendments to their unemploy- 
ment laws affecting benefit provisions. In one way 
or another, each fell short of the increases recom- 
mended by the President in his January Economic 
Report. (See box, page 310.) 
While state insured unemployment hovered around 
2 million persons during the first half of 1954—more 
than double the number in the same months last 
year—it remained below the high of 2.4 million persons 
reached during the 1949-1950 recession. Even so, 
higher individual benefits payable in 1954 pushed the 
total amount paid to jobless workers to an average 


HEIGHT 
AND WIDTH 


OF UNEMPLOYMENT 
BENEFITS 


of roughly $200 million a month, from January through 
June, an all-time peak for the program. 

Fewer layoffs resulted in a decline in number of ini- 
tial claims for unemployment insurance during May 
and June. There was also a decline in the volume 
of insured unemployment—from over 2.2 million per- 
sons at the end of April to under 1.9 million at the 
end of June. While this tapering off was due partly 
to the improved employment situation as shown in 
the June job statistics, it chiefly reflected exhaustions 
of benefit rights. 

Unemployment compensation, like the other social 
insurances, is a marriage of two factors that may some- 
times appear to be incompatible—the “insurance” 
factor and the “social” factor. We have not been able 
to agree on which should dominate. 

A strict insurance payment would directly relate 
benefits to contributions, which are in turn dependent 
upon the amount of taxable wages paid to the worker. 
A social payment would take into account the need 
of the unemployed individual, as evidenced by his 
living costs, the size of his family, etc. From the 
beginning, the benefit formula has given expression to 
the “insurance” factor; the minimum and maximum 
amounts to the “social.” 


HOW BENEFITS HAVE GROWN 


The trend has been toward increasing the importance 
of the social factor. For example, in the early laws, 
the formula provided for a fixed percentage of weekly 
wages between the minimum and maximum limits— 
generally 50%. Today, twenty-two states and Alaska 
provide “variable formulas,” i.e., they replace a higher 
proportion of wages at the lower income than at the 
higher income levels. Also, there were no dependents’ 
allowances originally; now dependents’ allowances are 
provided in ten states and Alaska. A greater share 
of the gains legislated appear to have gone to the 
lower-income workers as a result of this shift in 
emphasis. 
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When benefits were first payable (in 1938 and 1939) 
individual laws typically provided a maximum amount 
of $15 for a maximum period of sixteen weeks. Cur- 
rently, the most frequent basic maximum benefit is 
$30, and maximum duration, twenty-six weeks. The 
combined effect of higher benefits and extended dura- 
tion, however, is more striking than the change in 
each by itself. 

At present, two thirds of all covered workers are 
employed in the twenty-one states which provide 
maximum potential benefits of more than $700 in a 
year (excluding dependents’ allowances). In the 
original laws, potential annual maximums fell between 
$180 and $300. At the start of the postwar period, 
$400 to $499 was the most usual limit. (See chart, 
page 308.) 

The increase is even greater when dependents’ allow- 
ances are included. These may currently be added 
to basic benefits in eleven states, compared with none 
under the original provisions, and four in 1945.1 
Owing to such extras, it is possible for maximum 
potential benefits to exceed $900 a year in nine states, 
accounting for one fifth of all covered workers.? 

But legislated amounts and duration alone, and 
their gains over the years, do not tell much about 
whether or not the goals of the program are being 
fulfilled. 


INSURANCE GOALS UNCERTAIN 


This is where the trouble begins. For, as the 
Technical Staff on Social Security wrote in 1946: 


“There are no criteria which will permit a precise measure 
of the adequacy of benefits or duration. Moreover, there 
is no agreed body of principles which can be used to evalu- 
ate amounts [or] duration . . . What is considered to be 
appropriate as to these elements in the benefit structure 
depends, in large measure, on what are considered to be the 
basic objectives of unemployment compensation. There 


1Throughout the remainder of this article, Alaska and Hawaii are 
referred to as states. The maximum is the same in the District of 
Columbia with or without dependents’ allowances. 

2Includes Colorado where the maximum may be augmented for 
certain steadily-employed workers. See table 1: Selected Data on 
State Unemployment Insurance Programs, The Conference Board 
Business Record, January, 1954, p. 28, for a state-by-state listing of 
maximum benefits and maximum potential duration. The table 
excludes Alaska and Hawaii, which are included here, and it does 

not contain the latest information for California, Michigan and 
' Virginia whose legislatures passed pertinent amendments in 1954. 
Thus the following additions or revisions in these items should 


be made: ‘ i 
Maximum Maximum Po- 
Weekly Benefits tential Duration 


State or Territory for Total Unem- of Benefits in 
loyment 52-Week Period 
da lollars) (Weeks) 
Alaskan ar atrenetn ces atest eats s 35-70a 
California sgt Fh. ones... Re aches 30 26 
LEE CATs Sy AE CRB BO nee rer 25 20 
Mie niga cer tricia lect iss oe niece 30-424 26 
Warginnla perms, .rtoecs ker eistere At eee a are 24 16 


aHigher figure includes maximum dependents’ allowances. 


*Tssues of Social Security,” a Report to the Committee on Ways 
and Means of the House of Representatives, p. 388. 
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seems to be no general agreement as to what these basic 
objectives are.” 


Quite different economic philosophies were reflected 
in the original Wisconsin and Ohio plans which served 
as models for the rest of the states. The goal of em- 
ployment stabilization was foremost for the authors 
of the Wisconsin plan, while of chief importance to 
the Ohio Commission was maintenance of income to 
relieve the distress caused by unemployment. Both 
philosophies continue, and co-exist to some extent, in 
each of the state laws. They have recently been given 
new expression in the guaranteed wage demands of 
the automobile union. 

Recently, a more prominent goal of the program 
is the role it can play in shoring-up the economy in 
a business downturn. Unemployment insurance is 
counted today as one of our “snubbers” against de- 
pression. In the words of the President, such pay- 
ments “can help to curb economic decline during an 
interval of time that allows other stabilizing measures 
to become effective.” 


SOME GENERALIZATIONS 


Over the years, several principles regarding the 
amount and duration of benefits have emerged. While 
some of them have wide acceptance when stated in 
general terms, there is often sharp disagreement when 
an effort is made to translate them into specifics. 
There is division over the other principles even when 
broadly stated. 

Briefly, the “maxims” might include the following: 


1. The weekly benefit should be designed to replace part 
of the current weekly wage loss of eligible workers. 


1“Preparing a Guaranteed Employment Plan,”’ an explanation 
of the UAW-CIO Annual Wage Study Committee’s Plan Proposed 
for Guaranteed Employment in Industries in the jurisdiction of 
the UAW-CIO, 1954, pp. 5, 9, 19. 


Average Benefits Have Outpaced Prices 


250 
INDEX NUMBERS 
1939=100 
WEEKLY BENEFIT 
FOR TOTAL 
a UNEMPLOYMENT 


150 
CONSUMER 
PRICE INDEX 
100 
1939 42 45 48 5) Gy. 
(1ST Q) 
Sources: Bureau of Labor Statistics; Bureau of Employment 


Security 
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What President Eisenhower Said 


"Unemployment insurance is a valuable first 
line of defense against economic recession. Bene- 
fit payments go to a worker as a matter of right 
and at the time he loses his income, instead of 
as a matter of need and after he has exhausted 
his savings or liquidated his house and car... . 
When set at appropriate levels, [benefits] can 
sustain to some degree the earner's way of life 
as well as his demand for commodities. Thus, 
unemployment insurance payments can help 
to curb economic decline during an interval of 
time that allows other stabilizing measures to 
become effective. 


"But even as a first defense, the system needs 


reinforcement. . . . [One] inadequacy is the size 


of benefits. . . . It is suggested that the states 
raise [their] dollar maximums so that the pay- 
ments to the great majority of the beneficiaries 
may equal at least half their regular earnings. 


[Another] deficiency is the duration of bene- 

It is urged . .. that all of the states 

raise the potential duration of unemployment 
benefits to twenty-six weeks and that they make 
the benefits available to all persons who have 
had a specified amount of covered employment 
or earnings. A six-month period would not pre- 
vent exhaustion of benefits in a severe slump; 
but in a minor downturn it should be adequate 
for a great majority of the claimants.""—''Eco- 
nomic Report of the President,"’ January, 1954. 


(a) It should not be so large as to make benefit status 
more attractive than work. 

(b) It should not be so small as to require any sub- 
stantial number of beneficiaries to resort to relief while 
in benefit status. 

2. The maximum should not be so low as to produce a 
“flat” benefit by virtue of being the amount payable to 
most beneficiaries. 

3. Only short-term protection against unemployment is 
intended. 

(a) Duration of benefits should be long enough to en- 
able a majority of beneficiaries to find suitable reemploy- 
ment, under normal or recession conditions, before their 
benefit rights are exhausted. 

4. The amounts and duration of benefits must neces- 
sarily be limited by the amounts that can be raised in 
contributions. 


FROM PRINCIPLES TO PERCENTAGES 


At what proportion of wages will the benefit destroy 
the incentive to work? How large a percentage of 


wages does the beneficiary require to get along with- 
out going on relief or seriously lowering his level of 
living? What is the desirable relationship of the 
maximum benefit to covered wages or to beneficiaries’ 
wages? What proportion of beneficiaries should re- 
ceive the maximum? How large a percentage of bene- 
ficiaries may properly be expected to exhaust benefits? 

The answers to these questions are largely sub- 
jective, although some factual data are available for 
guidance. The need for developing suitable criteria 
to evaluate benefit adequacy has been officially recog- 
nized. In March, 1952, the Federal Advisory Council? 
set up a Committee on Benefit Adequacy to study 
existing criteria and explore new sources of informa- 
tion. A pilot study on how beneficiaries in one area get 
along on their benefits is now under way by the 
Bureau of Employment Security. On the basis of 
the pilot study, the Bureau hopes to conduct a survey 
of claimants in some ten or twelve states, during fiscal 
1955. In the meantime, however, the old criteria with 
all their virtues and faults are dusted off and brought 
forth in support of major changes in benefit amount 
and duration. 

From time to time, the Federal Bureau of Employ- 
ment Security (BES) reviews trends in unemploy- 
ment insurance benefit amounts. An article entitled 
“Unemployment Benefit Payments Continue to Rise 
But Represent a Smaller Proportion of Wages,” in 
The Labor Market and Employment Security for 
March, 1954, is the most recent such appraisal. In it, 
1939 and 1953 average weekly payments for total 
unemployment are compared—for each state individ- 
ually and for the fifty-one states and territories com- 
bined—in terms of the proportion that benefits repre- 
sented of average weekly wages in covered employ- 
ment. 

For the country as a whole, it is pointed out that 
weekly benefits in 1953 averaged $23.58—the highest 
since they were first payable, and an increase of 
121.2% since 1939. But it is further shown that 
weekly wages in covered employment had risen even 
more sharply—164.2% since 1939—so that the ratio 
of benefits to wages had dropped from 40.8% to 34.1% 
over the period. In only four states did the benefit- 
wage ratio increase between 1939 and 1953. It had 
fallen to less than 30% in seven states. 


COVERED WAGES vs. CLAIMANTS’ WAGES 


In terms of adequacy of benefit amounts, just what 
do these figures indicate, and of what significance 
are they? The proportions compare gross average 
wages in all covered jobs with weekly payments to 
beneficiaries. Unless the wage distribution of all 
covered workers accurately reflects the wage distribu- 
tion of beneficiaries, the figures do not throw much 
light on the percentage of wage loss replaced by unem- 


See box, p. 311, for a description of this council. 
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ployment benefits. Even if the two distributions are 
similar, the appropriateness of gross wages rather than 
spendable wages is sometimes questioned as the yard- 
stick for measuring income replacement. 

Most states do not know the average wages of their 
claimants; it is difficult to prepare estimates for many 
claimants because of the maximum limitation on 
wages reported per year. According to BES, however, 
it can be presumed that, generally, the average wage 
of beneficiaries is less than the average wage in cov- 
ered jobs, and that the upward “bias” of the latter is 
reasonably uniform and small.1 On the basis of this 
presumption, BES considers the ratio of average bene- 
fits to average wages in covered jobs a useful indicator 
of benefit adequacy and has so used it over the years. 

The few statistics on wages of claimants that Tue 
ConFERENCE Boarp, after considerable search, has 
been akle to dig out of state reports contradict this 
presumption. They indicate that the spread between 
wages in all covered jobs and wages of beneficiaries 
is neither uniform over time in the particular state, nor 
uniform among states at a particular time. 

The wage distribution of beneficiaries may well be 
closer to the wage distribution of covered workers 
after the business cycle turns down than at its peak. 
Differences between the composition of the beneficiary 
group and the composition of all covered workers, ap- 
pear to be dependent upon the occupational, indus- 
trial, age and sex composition of covered workers, the 
degree of seasonality of work, and the legal insured- 
status qualifications—all of which may vary from one 
state to another.” 


Pennsylvania 


The chart on page 312 shows a percentage distribu- 
tion of base-period wages for claimants in Pennsy]l- 
vania in 1948 and 1949, two years with significantly 
different economic conditions.2 During 1948, employ- 
ment was relatively high and business good and it is 
agreed that 1949 was a recession year. According to 
the Pennsylvania administrative agency, the follow- 
ing generalizations seem clear from the data:+ 


1United States Department of Labor, Bureau of Employment 
Security, “Adequacy of Benefits Under Unemployment Insurance,”’ 
a staff report prepared for the Committee on Benefit Adequacy of 
the Federal Advisory Council, September, 1952, p. 12. 

2A claimant is a person who has filed a claim for benefits; a valid 
claimant is one who meets the state’s qualifying wage or employment 
requirements but may or may not meet other requirements for 
receipt of benefits; an inswred claimant is one who meets all the 
requirements for receipt of benefits; and a beneficiary is a claimant 
who is receiving benefits. The discussion and generalizations in the 
above paragraphs might apply to either claimants or beneficiaries 
when compared with all covered employees, though with some 
differences in degree. 

3In Pennsylvania, Kentucky, Minnesota and Florida, as well as 
in a number of other states, the base-period is the first four of the 
last five quarters preceding the benefit year, and the benefit year is 
figured on an individual basis, beginning with the week in which a 
worker first files a valid claim. 

4A Survey of the Financial Provisions and Actuarial Solvency of 
the Pennsylvania State Unemployment Compensation Program,” 
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“First, in. . . 1948, . . . a much larger proportion of the 
claimants were in the low-income brackets, indicating a 
higher turnover rate for the lower skills and perhaps re- 
flecting the seasonal factor which occurs regularly in certain 
industries; and there was less unemployment in industries 
characteristically paying higher wages. Second, the sharp 
increase in all levels, with a disproportionate increase in 
the high-income ($2,000 and up) group in 1949, gives evi- 
dence of the depressed conditions in the state and of the 
sensitivity of the higher-income manufacturing employ- 
ments to cyclical change.” 


A summary comparison of some of the pertinent 
unemployment insurance statistics for Pennsylvania 
during these two years follows: (See next page.) 


prepared for the Pennsylvania Bureau of Employment Security under 
the direction of John F,. Adams, Temple University, April, 1951, p. 27. 


Federal Advisory Council Resolution on 
Unemployment Benefit Maximums, 
Adopted January 26, 1954 


The Federal Advisory Council recommends 
that, as expeditiously as possible, the mazi- 
mum weekly benefit ceiling in each state be 
raised to an amount not less than three fifths 
to two thirds of average weekly earnings in 
covered employment. 


The Federal Advisory Council on Employment 
Security is composed of thirty-five members, ten 
representing employers, ten representing em- 
ployees and fifteen representing the public. It 
was established in the 1933 act which created 
a system of public employment offices "for the 
purpose of formulating policies and discussing 
problems relating to employment and insuring 
impartiality, neutrality, and freedom from politi- 
cal influence in the solution of such problems." 
In 1949, it was authorized, in addition, to advise 
the Secretary of Labor and the Director of the 
Bureau of Employment Security on federal leg- 
islation and administrative policies with regard 
to unemployment insurance and the employment 
service. 

At the January 26, 1954, meeting, eighteen 
of the thirty-five Council members were pres- 
ent. The resolution on benefit maximums was 
passed by a vote of twelve to five. The nega- 
tive votes were all cast by employer members 
who are generally opposed to federal interfer- 
ence in the area of benefit levels. The sixth 
employer member present abstained from voting. 
Three of the public members, while casting their 
votes for the resolution, stated that they would 
have preferred calling for a maximum of 50 
per cent of average weekly wages. Realizing 
that this did not have a chance of adoption, they 
went along with the higher ceilings rather than 
have no resolution on the subject. 
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% Increase 
Item 1948 1949 1948-1949 
Average weekly base-period wages, all 
covered) JObSi.m. liane enret ae. wt $49.46 $53.40 8 
Median weekly base-period earnings, 
Claimants Ser rsttrs cece sce ces tees 26.27 34.41 31 


Average weekly unemployment benefits.. 17.36 19.43 12 


Of particular interest is the 31% gain between 1948 
and 1949 in median base-year earnings of claimants. 
When contrasted with the 8% increase for a similar 
period in average weekly covered wages, it offers evi- 
dence that the relationship of claimants’ earnings to 
all covered wages is not a steady one." 

The increase in average weekly benefits payable 
is owing in part to the increase in the maximum rate 
from $20 to $25, which became effective on July 1, 
1949. 


Kentucky 


In the state of Kentucky during 1952, weekly bene- 
fits for total unemployment averaged $19.46. Al- 
though this was just one third of gross average wages 
in all covered jobs, the following table indicates that 
it came to almost one half of the average weekly base- 
year earnings of new claimants:? 


Item 
Average weekly unemployment benefits.............. $19. 46 
Average weekly base-period wages, all covered jobs. ...$58.18 
Average weekly base-period wages, valid new claimants.$40.19 
Proportion that benefits represented of: 


ANT COVERER NOADCS ofan e rine A igs Sings Se can weal as 33% 
Claimants “wages: 27. sesce teat ee nn de ae 48% 


Excluding the roughly two fifths of claimants who 
had earned more than $2,300 in their base period and 
thus qualified for the maximum payment of $28 a 
week, from 138% to 64% of the average weekly base- 
period wage was compensated for. The benefit pay- 
ment amounted to more than 100% of the average 
weekly wage for claimants earning from $300 to $1,050 
during the base period and eligible for a weekly benefit 
ranging from $8 to $19.3 

A combination of wage increases and more steady 
work had pushed up the average annual wages, both of 
1952 claimants and of all covered workers, over the 
preceding year. 


1The median represents the mid-point of a frequency distribution. 
In this case it means that 50% of 1948 claimants earned more than 
$26.27 during their base year, 50% earned less. While median earn- 
ings are lower than the more common measure of average earnings, 
1.e., the arithmetic mean, they are the only indicator of claimants’ 
earnings available, and are shown here to suggest the direction and 
magnitude of the change. It would not be statistically valid, how- 
ever, to relate average weekly benefits to median earnings of claimants, 


2Characteristics of Unemployment Insurance Claimants,” in the 
Statistical Journal of Economic Security in Kentucky, March, 1953, 
Research and Statistics Service, Kentucky Department of Economic 
Security. 

’The average weekly wage was computed by dividing the base- 
period wage by 52, and undoubtedly understates normal full-time 
earnings for many claimants because of the possibility of spells of 
unemployment or uncovered employment during the base period. 
Two thirds of the entire valid-claimant group worked in covered 
employment during all four quarters of the base year. But only 
43% of the valid claimants with base-year earnings of under $2,000 
were employed in covered jobs for four quarters. 


Earnings Distribution of Pennsylvania Claimants 


Y 
/ 
$1,000 $ 2,000 3,000 


$ 
TO $2,000 TO $3,000 & OVER 
BASE -YEAR EARNINGS 
Note: In 1948, 424,000 claimants—100%; in 1949, 
891,000 claimants—100% 
Source: Pennsylvania Bureau of Employment Security 


UNDER 
$1,000 


But the nationwide steel strike in mid-1952 caused 
substantial secondary unemployment in manufactur- 
ing and mining, boosting the incidence of high-wage 
workers in the claimant group. As a result, base-year 
earnings of claimants jumped 43% from the first half 
of 1951 to 1952 ($28.08 to $40.19), while, over the 
same period, average earnings in all covered jobs rose 
only 9% ($53.16 to $58.18). 

Thus it was not a cyclical upset but labor strife that 
brought claimants’ wages in Kentucky closer to the 
average of all covered earnings in 1952; i.e., 69% as 
compared with 53% in the first half of 1951. 


Minnesota 


From the Minnesota agency, statistics are available 
to compare the earnings distributions of valid claim- 
ants and of all covered employees.! 


Covered Valid 
Annual Earnings Workers Claimants 
1949 1950 
Underi#80030 4. deca... abe ee ae 20.1 a 
'$800'to $1,000 > ac. nc oni aesere 18.4 $2.2 
$1,000; to 82,000... eee ae 20.5 32.7 
$2,000 to $3,000................. 19.9 25.5 
$3,000 andi over: weer ae hee 2 i | 8.8 
Total 100.0% 100.0% 


aMinimum earnings of $300 required for benefit eligibility. 


Larger proportions of covered workers than of valid 
claimants were at both extremes of the annual earn- 
ings scale, e.g., better than two out of ten workers 


*“A Review of the Financial Experience and Actuarial Require- 
ments of the Minnesota Unemployment Compensation Program, 
Including an Economic Survey of Minnesota,” prepared for the 
Minnesota Division of Employment and Security under the direction 
of John F. Adams, Temple University, February, 1952. 
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earned $3,000 or more in covered jobs, in contrast to 
fewer than one out of ten claimants. On the other 
hand, claimants were much more heavily concentrated 
in the $1,000 to $3,000 group—58% as compared with 
40% of all covered. 

Further evidence that the claimant group may not 
be a cross-section of covered employment appears in 
the comparison of their industrial breakdowns, sum- 
marized in table 1. 


GROSS WAGES vs. SPENDABLE WAGES 


Not only are wages of covered workers an unreliable 
indicator of wages of beneficiaries, but a comparison 
between gross weekly wages of a recent date and 
similar prewar figures does not give a true picture of 
the changed economic status of the average worker. 
Income taxes take a much bigger bite out of wages 
today than in 1939 for most workers. On the other 
hand, few fringe benefits—a postwar development— 
are reflected in average earnings. 


Table 1: Percentage Distribution of All Covered 
Employees and of Valid Claimants, by Industrial 
Groups, Minnesota 


Covered Valid 


a 
Industry spas lee Claimants, 
1949 
PeTIOMI LUTE Hem ac icrants ice cieiisiave te tisic aig oie: 0.2 0.5 
Mining and quarrying...................... 2.6 4.0 
Construction ar ox. oesct ale Her. SMG are 6.1 16.4 
Manufacturing) . 9) 2290.05 2S... oe. ST 33.3 39.6 
Transportation, communication and _ public 
(aT bn See Ce St a OE 5 cee 7.9 4.8 
Wholesale and retail trade.................. 34.6 25.8 
Finance, insurance and real estate............ 5.5 1.4 
SEEVICE PIE Coe eke ciciee ae ee ame 9.7 6.7 
Miscellaneous or no industry given........... 0.1 0.8 
100.0% | 100.0% 


Source: Minnesota Division of Employment and Security 


As the Bureau of Employment Security has pointed 
out, the major difficulty in making allowances for 
changes in taxes is that they fall unevenly on families 
of various incomes and sizes.1 How much, for example, 
should be deducted as taxes from the average gross 
covered wage in 1952 of $69? For a worker with three 
dependents, the answer would be $4.50, while for a 
single worker, $12.50. The deduction would be be- 
tween $4.50 and $12.50 for a worker with one or two 
dependents. 

Calculating the average value of fringe benefits is 
equally difficult. Some fringe benefits are present in 
the weekly wage figure—i.e., overtime and premium 
pay. In fact, the inclusion of overtime has been offered 
as criticism against comparing average benefits and 
average gross earnings in two different periods. As an 
industry member of the Federal Advisory, Council 
explained, overtime was a factor in increasing gross 
wages reported in 1952, but the direct opposite was 

1 Adequacy of Benefits Under Unemployment Insurance,” op. cit. 
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true in 1939, when the average hours worked were less 
than the normal work week of forty hours. “This 
creates a double distortion which understates the per- 
centage relationship for 1952... and overstates it for 
the year 1939.” 

Fringe benefits which are not included in gross 
weekly wage figures are employer contributions to Old 
Age and Survivors Insurance, pensions and welfare 
funds, group hospitalization, sickness and accident 
protection, etc.? 

The monetary value of these various benefits to 
the employee may not be indicated by the amount 
of employer contributions, even if they were included. 
The extent of the loss from unemployment depends 
upon how long it lasts and whether or not the worker 
is subsequently reemployed by the same firm. Whether 
this loss is greater or smaller than the gain to the 
unemployed worker from his saving on income taxes 
while unemployed is hard to determine, according to 
a public member of the Federal Advisory Council. 
By and large, in his opinion, these two factors proba- 
bly balance each other out.’ 


THE NONDEFERABLE BUNDLE 


An interesting exercise in benefit formula develop- 
ment was prepared a couple of years ago by the Indus- 
trial Commission of the state of Florida.t The ap- 


1Statement of George A. Jacoby, General Motors Corporation, 
outlining the reasons why he had voted against the recommendation 
of January 26, regarding maximum weekly benefit ceilings. 

*For a check list of which fringe benefits are included and which 
excluded from gross average weekly earnings, see ‘“‘Fringe Benefits 
in Wage Statistics,” The Conference Board Business Record, February, 
1951. 

3Statement by Richard A. Lester, Princeton University, in support 
of resolution on benefit ceilings. 

“Analysis of Weekly Benefit Amount Formula Development,” 
U. C. Research Memorandum No. 1, prepared by Reports and 
Analysis Department, Florida Industrial Commission, July, 1952. 


Base-year Wages of Kentucky Claimants in 1952 


wenn ///// 


ALL CLAIMANTS 
(100.0 %) $ 2,090 


WHITE FEMALES 
(27.0%) 


NONWHITE FEMALES Yj 


(2.4%) 


N 


Note: Based on 10% sample of 85,000 persons filing new 
valid claims in 1952. 


Source: Kentucky Department of Economic Security 
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Table 2: Estimated Cost Increases Resulting from 
Raising Maximumss to Specified Proportions of 1952 
Covered Wages 


Weekly Maximum Benefit as | Percentage Increase in 1952 


Specified Proportion of Benefit Costs if Maximum 
State Average Covered Wages, 1952: ad Been: 

1/2 3/5 2/3 1/2 8/5 2/3 
New York...... $37 $45 $50 8 12-16 | 14-20 
Pennsylvania...} 33 40 44 5 13-16 | 16-21 
California....... 38 45 50 16-20 | 17-24 | 17-27 
Tllinois......... 38 46 5] 23 32-37 | 35-44 
Ohiowty eta. 37 45 50 10 15-23 | 17-29 
Michigan.......| 42 50 56 30 37-48 | 41-59 
Massachusetts . . 31 38 42 15 32 39-44 
New Jersey..... 37 45 50 15 29 33-39 
Dexass eke sae ; 33 39 44 24-34 | 27-45 | 29-54 
Indiana’, 2.) 0 37 44 49 21 28-34 | 32-41 


Note: The ten states are ranked by volume of covered employment in 1952. To- 
gether they accounted for 63% of total covered employment that year. 

A range of estimated cost increases is given where the precise increase could not 
be computed. 


Source: Bureau of Employment Security 


proach used was simply that the weekly benefit 
amount should be enough to cover the basic nonde- 
ferrable expenditures of the claimants. Food and shel- 
ter, with the term shelter covering utilities, fuel and 
refrigeration, were considered to be these basic non- 
deferrable expenditures. 

Postwar expenditure surveys conducted by the 
Bureau of Labor Statistics in Memphis, Richmond 
and Savannah provided the raw material for this 
analysis. On the basis of the relationship between in- 
come of families of two or more persons and their 
expenditures for food and shelter, the schedule of 
benefits shown in table 3 was derived. The constant 
decrease of benefit amounts relative to full-time week- 
ly wages under the derived schedule results from the 
decrease in the proportion of income found to have 
been spent for food and housing as income increased. 

Does the nondeferrable bundle consist just of food 
and shelter? The Florida Commission calls this a 
conservative definition and points out that it does 
not include such items necessary to household main- 
tenance as laundry services and laundry soap; toilet 
articles and other items of personal care; nor any 
transportation costs. 


SELECTING THE WEEKLY MAXIMUM 


If ability to pay for the nondeferrable bundle were 
the sole criterion of the benefit amount, benefit sched- 
ules would resemble the derived schedule for Florida, 
and the selection of a maximum would not be much 
of a problem. Overlooked in this process, however, 
would be the principle of gearing the benefit amount 
to past wages. If wage-loss replacement were the sole 
justification, on the other hand, there would be no 
maximum. Under our compromise system, maximums 
were provided to prevent the highly-paid workers from 
depleting available funds, and incidentally, from with- 
drawing more than was contributed on their behalf. 


About one fourth of the weeks of compensation for 
total unemployment in 1939 were paid for at maxi- 
mum amounts. 

As it has worked out, the legislated maximum has 
become a more important determinant than the for- 
mula of individual benefits payable. In all but fourteen 
states last year, over half of the insured claimants 
were entitled to maximum payments. For the country 
as a whole, three out of five insured claimants were 
eligible for the maximum, while in twenty-two states 
the proportion exceeded two thirds. It is clear from 
these figures that payments to the great majority of 
beneficiaries across the nation do not equal at least 
half their regular earnings—the standard originally 
intended and recently reiterated by the President. 


HIGHER MAXIMUMS: INCREASED COSTS 


What maximum amounts will result in benefits of 
at least 50% for most claimants? As we have seen, 
this would depend upon the wage distribution of the 
claimant group, and would vary considerably from 
state to state, and time to time. In the absence of 
such data, one suggested approach is to decide in ad- 


1The unemployment contribution was (and is) levied on the first 
$3,000 of an individual’s wages. Most workers earned less than this 
amount at the beginning of the program, but the gap between taxable 
wages and total wages has steadily widened. Average annual wages 
paid to covered workers were less than $1,400 in 1939, and almost 
$3,600 in 1952. 


Table 3: Derived Benefit Schedule for Florida 


Weekly Benefit Amount 


Wages Paid in Highest Quarter 
of Base Period 


In Dollars Woke Wome 
SISK BIEN ese set see $8 71.7 
1B AIB sti os Saar eee 9 70.9 
175 105......-. eee 10 70.3 
Te 5 Yee eee ae: WPS NE 11 69.8 
ae: Let, See ronan ha 12 69.3 
Bete BON aac eee ae ee 13 68.3 
266-ag5 7 EP RICE oe eee 14 66.8 
@Sh081b..0. hha rare ial vers 15 65.0 
TT Re ae aa: SE renee 16 63.0 
S50 SUb. rn ae eee 17 60.5 
S863 420 50°" 505 Mio SIgRe 18 58.5 
AWOL 465i. andieec ocd . SORES 19 56.8 
ARR 400. eo ste ce ee oe, Bee cee 20 55.3 
400° 690°. eee Q1 54.0 
880787519: Oba od & 22 52.0 
BIS+B20a CRG: . duchess 93 50.2 
0200.0655¢,25.00,. ee eee 24 48.7 
CORE MWD Noah ie) ees 25 47.4 
T1lOMPIEESd. eens. let, ae 26 46.3 
1 ae en PE TREE. 2 Q7 45.3 
0-345 eee 28 44.4 
S450 R08), OP Te tae 29 43.6 
806'nd oven. -4 cules tae 30 42.6 


Ee EO 
‘Estimated full-time weekly wage for each benefit t i ividi 
the class mid-point of the respective igh-anarter safer tae Woe 

Note: The derived schedule shows weekly benefits up to $80 because the highest 
pase pincer) ieee by Reef tate at pas of wee was $30. The Commission 
nd that a maximum wou eno} to t t! i 
a majority of the covered workers in Florida: ee ee ee eee 
Under the present benefit schedule, the minimum benefit i i 
and the formula for benefits between these two apatite neon! feuciviaceens 
of wages in that quarter of the base period in which wages were highest. 
Source: Florida Industrial Commission 
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vance that the number of covered workers eligible for 
the maximum benefit should be limited to some small 
proportion of all covered workers, such as 10% or 25%. 
Another is to fix the maximum at some specified 
percentage of average weekly wages in covered em- 
ployment, such as 50% or 60%. Either would result 
in higher maximums than now prevail and, concom- 
itantly, in higher benefit costs. 

Table 2 was prepared by the Bureau of Employ- 
ment Security for the record of the minutes of the 
meeting at which the Federal Advisory Council passed 
its resolution on unemployment benefit maximums. 
(See box, page 3.) It indicates the impact on bene- 
fit costs of increasing the maximums to different hypo- 
thetical proportions of covered wages. 


ABOUT DURATION OF BENEFITS 


From the beginning, the necessity for placing a 
ceiling on the number of weeks that benefits may be 
paid has been recognized—for two reasons: 


1. It would be impossible out of a limited insurance con- 
tribution to meet the costs of unlimited unemployment; 

2. Methods other than insurance would be preferable to 
handle extended unemployment, such as retraining the 
beneficiary, stimulating private investment, public works, 
etc. 


A study of actual unemployment experience—.e., 
how long it takes most workers to find suitable re- 
employment under normal or recession conditions— 
should provide the facts needed for selecting this ceil- 
ing. For a complete picture, this would require ex- 
amining not only the number of weeks claimants gen- 
erally drew unemployment benefits, but also what 
happened to those who exhausted their benefit rights. 
The latter data, however, are too spotty and incom- 
plete to be used as a basis for decisions. 

For a long time, a maximum of twenty-six weeks 
has been suggested for the benefit period. Somehow, 
“half a year” strikes a note of reasonableness for a 
temporary unemployment insurance program. This is 
the duration that the President urged on the states, 


Table 4: Postwar Duration Experience of 
Beneficiaries and Exhaustees 


Average Duration Exhaustions of 


in Weeks Benefit Rights 
Year — | 
ee pete Teen i Recher : 
TQSG Ai ao mimes is Seale 13.4 18.5 1,986 38.7 
OY By 5 ks Cee RR Te 11.1 17.8 ee 30.7 
MOAB Meee Nap err st . « ays 10.7 18.0 1,028 Q7.5 
PO AO RE ere ee. SP 11.8 18.7 1,935 29.1 
UU Bien secre ols comer 13.0 19.3 1,853 30.5 
OB NAF, secs ts cht he. ea 10.1 17.9 811 20.4 
OGD ee emai as helmets 10.4 19.3 931 20.3 
ih eee hain Sears ee 10.1 19.2 765 20.8a 


aFirst payments for twelve-month period ended September 30, 1953. 
Source: Bureau of Employment Security 
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last January, for all persons who have had a specified 
amount of covered employment or earnings. 


Should Period Be Uniform? 


At present, only fourteen states provide uniform 
duration. The other thirty-seven vary duration ac- 
cording to the claimants’ past wages or employment. 

The argument over whether duration of benefits 
should be uniform or variable recalls the description 
given earlier in this article of unemployment compen- 
sation as a marriage between a social factor and an 
insurance factor. Variation of duration according to 
previous earnings might be considered inherent in the 
insurance principle, while uniform duration is de- 
fended on the social grounds of equal treatment to 
low- and high-wage workers. 

The increase in the number of states providing 
uniform duration—from one when the program was 
initiated, to fourteen at present—is further evidence 
of the increasing prominence of the social factor in the 
unemployment compensation program. Of the four- 
teen, four fix their maximum at the recommended 
twenty-six weeks. Twenty of the variable duration 
states also have twenty-six weeks as their potential 
maximum. 


Potential and Actual Duration in 1953 


On the average last year, insured claimants were 
entitled to 22.1 weeks of unemployment benefits, more 
than twice the length of time for which they drew 
benefits. These averages reflect the high level of 
employment in 1952 and 1953. The range among the 
states was for potential duration, from about fourteen 
weeks in two states (Florida and Virginia) to twenty- 
six weeks in four states (Kentucky, North Carolina, 
New Hampshire and New York). For actual dura- 
tion, it ran from 6.3 weeks in Connecticut to thirteen 
in Kentucky. 

How average benefit duration in 1953 compared 
with earlier years is shown in table 4. With the excep- 
tion of 1951, when actual duration also averaged 
10.1 weeks, the 1953 average was the lowest since the 
end of World War II. A sharp increase occurred in 
the first quarter of 1954, when an average of 18.6 
weeks of benefits were drawn. 


There Are Always Exhaustees 


Also presented in table 4 are data concerning bene- 
ficiaries who exhausted their benefit rights before 
reemployment. In 1953, they numbered 765,000, 
drew benefits for an average of 19.2 weeks, and repre- 
sented about one fifth of all beneficiaries. It may be 


1Turation of Benefits Under Unemployment Insurance in 1953,” 
The Labor Market and Employment Security, May, 1954, presents a 
comprehensive review of last year’s duration experience. Reprints 
of this article are available from the Bureau of Employment Security, 
Washington 25, D. C. 
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of interest to note that although the number of exhaus- 
tions was lower for the year as a whole, exhaustions 
during the fourth quarter of 1953 were 14% above the 
comparable 1952 figure. With the decline in business 
activity, there was a steady monthly rise in the num- 
ber of exhaustions between October, 1953, when 53,300 
claimants exhausted their benefit rights, and April, 
1954, when the number of “exhaustees” was 157,400. 
There are indications that this trend continued into 
May but may have been halted in June. 


The Exhaustion Ratio 


The percentage of beneficiaries who exhaust their 
benefits is considerel by the Bureau of Employment 
Security to be a useful measure of the relative ade- 
quacy of the duration provisions of state laws. But 
the Bureau warns it is far from a perfect measure. 
Under the best of economic conditions, the exhaustion 
ratio may be high because the beneficiary group, al- 
though relatively small, represents a hard core of the 
most difficult-to-place claimants, or includes workers 
from depressed industries, occupations, or areas. In 
the long run, however, the Bureau believes that the 
ratio tends to increase as economic conditions worsen, 
and to decrease as duration provisions are lengthened. 


As a criterion of duration adequacy, the Bureau of 
Employment Security suggests an exhaustion ratio of 
25% as the outside limit, for any period other than a 
severe depression.1 Last year the exhaustion ratio 
exceeded 25% in nineteen states, and was more than 
one third in nine states. The latter group were south- 
ern states, wherein, according to the Bureau of Em- 
ployment Security, below-average benefit duration, 
local economic conditions, and the personal charac- 
teristics of claimants all contributed to the high 
ratios. 

In the four states whose laws provide uniform dura- 
tion of twenty-six weeks, the exhaustion ratio was 
below 25%, but it varied considerably between the 
northern and southern states: New York, 11.9%; New 
Hampshire, 13.2%; North Carolina and Kentucky 
about 22%. Of the twenty-eight remaining states 
with a satisfactory 1953 exhaustion ratio—by BES 
standards—thirteen provided maximums of fewer than 
twenty-six weeks throughout 1953. 


Mirram I. Crvic 
Division of Business Economics 


1“Adequacy of Benefits under Employment Insurance,’ 
p. 22 


op. cit., 
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How Not To Reform the Tariff? 


“Thus proposals for the reform of the American tariff 
system have been shelved by the Eisenhower administration. 
Unless the U. S. London delegation at the London talks can 
demonstrate that there is to be a big change of heart in 
Washington on these matters—and it is hard to see how it 
can—the U. S. is likely to play a much smaller part in de- 
termining the conditions for Britain’s next convertibility bid 
than it did when the first woeful convertibility venture was 
launched in 1947. And since convertibility seems more likely 
to be a success if it is approached in the British as opposed to 
the American way, this is just as well.”—‘‘Washington and 
the Convertibility Issue,” The Statist, July 17, 1954, pp. 74-76. 


Ability of Red Bloc To Trade 


“There are, of course, limits to the amount of goods which 
the East can supply, but it is doubtful whether this is an 
effective limiting factor for the level of trade. The U.S.S.R. 
itself is probably much more able to make supplies available 
for export than its partners are. She has already increased 
her supplies of grain for export above prewar levels, and there 
is no reason to suppose that she cannot supply more, espe- 
cially if she attains even a fraction of her program for expand- 
ing cereal production. Her potential for expanding timber 
exports is probably considerable. She also has manganese, 
petroleum, and other minerals, furs, possibly certain manu- 
factured goods such as agricultural machinery, and, in the 
last resort, gold. Taking these resources into account, and 
the possibilities of diverting items such as Polish coal or 


Rumanian oil from intra-bloc trade, the Eastern bloc could 
perhaps increase its exports to the degree suggested by 
Orlov in 1952.1 


“However, if the communist bloc is to increase its exports 
two or threefold, it is likely to meet with serious marketing 
difficulties which will worsen its terms of trade, and force it 
to change certain of its trading methods. In the case of coal 
and cereals, other major exporting countries hold large stocks, 
and might quickly respond to East European attempts to 
sell at low prices. With the disappearance of the dollar prob- 
lem (at least temporarily) for most European countries, many 
of the economic and institutional considerations which pre- 
viously favored European East-West trade have disap- 
peared. 


“The most important West European commodity markets 
have been freed from controls, and dollar premia have dis- 
appeared ; state trading and long-term contracts are also 
diminishing rapidly in importance. If this tendency con- 
tinues, Eastern Europe will have to deal, to an increasing 
extent, with private traders in multilateral trading con- 
ditions. 

“Tf there were a recurrence of the dollar shortage or if there 
were a recession in activity in Western Europe, these trends 
might be reversed, and the task of Eastern Europe would 
be considerably easier.”—A. Maddison, “East-West Trade,” 
Bulletin of the Oxford University Institute of Statistics, February 
and March, 1954, pp. 91-92. 


“*17.¢., From two and a half to three times th. 1951 ; of. i 
national economic conference in Moscow, p. 159.” Melis Itee: 
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Industrial Production Business Sales 


140 5| 

130 48 

120 45 

ue 1952 1953 1954 ae: 1952 1953 1954 
Index numbers, 1947-1949=100 Billions of dollars, seasonally adjusted 


SELECTED BUSINESS INDICATORS 


Item ' Unit Latest Month | Latest Month 
Junep May April June over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............ . 1947-49 = 100 124 |r 124 123 136 0 -8.8 
PPUCaADleysOOds HS) eee. cee oc ccs oa ee: , 1947-49 = 100 135 135 134 154 0 -12.3 
Nondurable goods (S).............5-255- 1947-49 = 100 116 |r 116 115 121 0 —4.1 
IiarreralshGS) Stina. itty dass Roads eta 1947-49 = 100 Laer TL i: 103 119 |} 0 —6.7 

Consumer durables (S)!................0.: 1947-49 = 100 118 |r 119 118 134 -0.8 -11.9 

Machine: tools3.. 2... ee aacepoestuecg as 1945-47 = 100 FH ibs coll ion Sard Dar: 302.7 342.2 +2.8 -18.8 

Construction contracts awarded, residential?|| million dollars 720 825 796 463 -12.7 +55.5 

Construction contracts awarded, other’. .... million dollars 1,013 1,100 896 652 -7.9 +55.4 

PREGA TSAlES (OS )iectss naielecit oe viele cha iiepeie oe million dollars n.a. 14,030 |r 14,242 14,4244 -1.5 -2.7 

Retail inventories (S)4.................04- million dollars n.a. 22,844 |r 22,690 22,4550! +0.7 +1.7 

Department store sales (S)................ 1947-49 = 100 113 |r 108 |r 111 115 +4.6 -1.7 

Department store inventories (S)*.......... 1947-49 = 100 n.d. 121 120 1274 +0.8 —4.7 

Manufacturing sales (S)................... million dollars || p 24,200 | p 24,000 |r 24,418 25,882 OS -6.5 

Manufacturing inventories (S)*............ million dollars || p 44,500 | p 44,800 |r 45,183 46,160 —0.7 -3.6 

Manufacturing new orders (S)............. million dollars || p 22,900 | p 22,800 |r 23,017 25,152 +0.4 -9.0 

Manufacturing unfilled orders!............. million dollars || p 48,900 |p 50,100 |r 51,695 73,588 -2.4 -33.5 

Garloadiness totale. se tee vee fae thousand cars 678 672 620 791 +0.9 -14.3 

Carloadings, miscellaneous®................ thousand cars 337 343 339 383 -1.7 -12.0 

Prices, Wages, Employment— 

Basic commodity prices®................-. 1947-49 = 100 92.3 92.8 92.5 Sie =0.5 +5.8 

Wholesale commodity prices, all........... 1947-49 = 100 110.0 110.9 111.0 109.5 -0.8 +0.5 
inert erent ce eetie care osc ccs e's wuss < sine 1947-49 = 100 94.8 |r 97.9 99.4 95.4 Ore —0.6 
Tndustrialvesces o tcok sek sate thee Ss 1947-49 = 100 114.3 114.5 114.5 113.9 =), 3 +0.4 

Consumers’ price index...........--.+++-- 1947-49 = 100 115.1 115.0 114.6 114.5 +0.1 +0.5 

Farm parity price ratio.................-. 1910-14=100 88 91 91 93 -3.3 -5.4 

Non-agricultural employment..............|| thousands 54,470* 54,297 * 54,522* 55,046 +0.3 n.a.* 

Wnemployment?. sai) yc. cee . AE thousands 3,347 * 3,305* 3,465* 1,562 +1.3 n.a.* 

Factory employment.................++- thousands 12,426 |r 12,439 |r 12,590 13,985 —0.1 -11.1 

Average weekly hours worked, manuf’ing. . . . || number 39.6 39.3 39.0 40.7 +0.8 —9 7 

Average hourly earnings, manufacturing..... dollars 1.81 |r 1.80 1.80 eevee +0.6 +2.3 

Personal Nncomes(S)?..1e eh anelolere vo ows tee billion dollars n.d. 285.2\|r 284.4 286. 3a +0.3 =04 

.Finance and Government— 

Bank debits, outside New York City®...... million dollars 64,657 59,028 61,030 63,416 +9.5 +2.0 

(BusinessiOanse ys s.cpisa de $e cyecse sash wegen million dollars 21,785 22,005 22,451 22,801 =120 Aes 

Consumer instalment credit outstanding’... |} million dollars n.a. 20,932 20,909 20,213a +0.1 +3.6 

Privately held money supply‘............. billion dollars n.d. 198.0 197.3 192.1q| +0.4 +3.1 

Federal] budget receipts................--- million dollars 10,539 3,592 ool 9,764 | +193.4 +7.9 

Federal budget expenditures.............-- million dollars 7,115 5,203 5,296 8,951 +36.8 -20.5 

Defense expenditures..................- : || million dollars 4,283 3,538 3,826 5,823 +21.1 -26.4 

Federal budget surplus or deficit, cumulative™| million dollars —3,029 —6,453 —4,842 —9,449 || 

1Qutput of major consumer durables 6A verage of 22 daily spot market prices aMay, 1953 n.a.Not available 
*Shipments ‘Annual rate pPreliminary rRevised 

ps phere ‘yedone Wednesday figures R Series revised. For back data see Federal Reserve Bulletin, May, 1954 
5Average weekly From July 1 to end of month indicated S Adjusted for seasonal variation 


*1954 data based upon new sample; not directly comparable to earlier data 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve - 
National Machine Tool Builders Association; Tr: asury Department; Tae Conrmrence Boarp 
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Federal-State-Local Relations 
By George C. S. Benson 


President, Claremont Men's College; Research Director, Commission on Intergovernmental Relations 


MERICA traditionally has been proud of its fed- 
eral system of government. We have quoted 

“E pluribus unum,” talked of states’ rights, identified 
ourselves as Texans or New Yorkers, and have re- 
joiced in our local differences and our local autonomies. 

Other countries in the world have copied our most 
successful federal system. We have viewed it as an 
important part of the American tradition of indi- 
vidualism. It has meant that more individuals could 
participate in government; that government could be 
adapted to the needs of each area; and that political 
issues could be separated between the levels of govern- 
ment. 

Events of the last few decades, however, have 
vastly altered our traditional federal system. A series 
of Congressional statutes and Supreme Court deci- 
sions have so increased the Federal Government’s 
regulation of interstate commerce as to produce fed- 
eral regulation of the largest parts of business activity. 
The Federal Government has greatly increased its 
direct operations. At the same time, Congress has 
vastly extended its control over state and local gov- 
ernments through the grant-in-aid device. 


PURSE-STRING CONTROL 


Grants as authorized by the present session of Con- 
gress will probably total over $3 billion. While this 
is a relatively small part of a federal budget of $65 
billion, it is a larger proportion of state and local 
budgets. These budgets total around $25 billion. If 
one adds to the federal $3 billion a required matching 
amount, usually equal to the grant, we find that Con- 
gress is controlling $6 billion or about a quarter of 


state and local expenditures. If the requests of vari- 
ous groups of state and local officials and of interested 
citizen groups are followed, Congress will be deter- 
mining half of state and local budgets within a few 
years. 

Such a new development requires careful analysis. 
This analysis is now being undertaken by the Com- 
mission on Intergovernmental Relations. However, 
the Commission has not reached any conclusions; 
and if anything approaching a conclusion is to be 
found in this paper, it is solely my own opinion. 


EQUALIZING FUNCTION OF STATE GRANTS 


To make the arguments clearer, I have tried to give 
advantages and disadvantages of grants, and objec- 
tions to each. These are presentations of typical view- 
points, not of my own viewpoint. In general analysis, 
grants-in-aid seem to serve three or four different 
purposes. Perhaps the purposes may be classified 
roughly as (1) fiscal; (2) stimulating; (3) using 
state governments for administration of a particular 
federal purpose. The first is the fiscal grant which 
sometimes is and sometimes is not equalizing. In 
public finance literature, equalizing grants are grants 
designed to increase the financial capability of each 
governmental area so that the area may support a 
government service at a desired level. 

No existing federal grants can be defined as purely 
equalizing. Exact nationwide standards of the cost of 
minimum required service are not available. Neither 
is there an exact nationwide measurement of the fiscal 
capabilities of the states. Nevertheless, a number of 
federal grant statutes make efforts in the direction 
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of equalization by providing that a state’s allocation 
of funds shall vary in inverse relationship to the per 
capita income of the state. 

Such statutes assume that per capita income is a 
criterion of the requirements of each state, or of its 
fiscal capabilities, or of both. The grants for public 
health ($19 million) and hospital construction ($87 
million) use this criterion. 


IS EQUALIZING DESIRABLE? 


In general, it may be said that federal grants are 
slowly drifting toward the idea of equalization be- 
tween states of unequal tax capacity in so far as per 
capita income is an expression of that idea. Since 
federal taxes are raised from the wealthier states, 
there is more equalization on the tax-raising side than 
on the fund-spending side. Many grants are, however, 
so arranged that wealthy states receive larger sums 
per capita than do poorer states. 

It should be noted that all people do not consider 
equalization desirable. Some are afraid it means 
continuing support of uneconomic units of govern- 
ment. Others have different objections. Some of our 
major fiscal grants, like those for highways, are not 
equalizing but follow rough patterns of need. The 
public assistance grant ($1,185 million) is open end 
—permitting variable spending. 


STIMULATION FOR HOW MANY YEARS? 


The second type of grant we have called the stimu- 
lating type. These grants are given to encourage the 
states to undertake certain activities which Congress 
views as desirable. These include the grants now 
available for civilian defense, and those which have 
been available for a number of years for maternal and 
child welfare services ($30 million), and for agricul- 
tural education ($5 million), and vocational edu- 
cation ($25 million). Some critics point out that these 
grants have long been in existence and wish to know 
when the activity ceases to need stimulation. 

The third type of grant uses the state or local 
government for a particular federal purpose, but is 
not specifically designed to be stimulating or equaliz- 
ing or to set nationwide standards. Grants for low- 
rent housing ($69 million), for school construction and 
maintenance in federally affected areas ($138 million) , 
_ for airports ($8 million), and for veterans’ services 
($8 million) , probably fall in this category. There are 
some equalization or stimulating purposes in some of 
these grants, but they do not seem to be predominant. 
The chief criticisms of this type of grants are that 
they are not for nationwide purposes and are spotty 
in their application. 


EFFECT ON STATE ADMINISTRATION 


In addition to these general purposes, grants were 
reported by the first Hoover Commission to have the 
additional advantage of improving the administration 
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of much state activity. Grant programs have brought 
cooperation between professional administrators on 
the various levels of government, as numerous writers 
have indicated. The critic’s answer to this point is 
that this interlevel administrative advantage has 
come at the cost of one-level administrative coordi- 
nation. Against these advantages a number of disad- 
vantages of grants-in-aid have been cited. The first 
Hoover Commission noted: first, that grant programs 
are uncoordinated; second, that they remove discre- 
tionary power from state officials; third that they have 
distorted state budgets to meet the need for match- 
ing funds; fourth, that they have taken tax sources 
away from the states, and fifth, that they have re- 
pressed the fiscal initiative of the states. Each of 
these objections will be explained and the answer to 
it briefly given. 


PROS AND CONS OF FEDERAL GRANTS 


First, the objection that grant programs are un- 
related and uncoordinated is a serious one. City 
mayors, county supervisors, and state governors whose 
responsibilities include coordination of the functions 
under them may find coordination handicapped by the 
fact that basic policies in the grant-aided activity are 
determined by officials in Washington. Coordination, 
at least of basic policies, must be worked out in Wash- 
ington or not at all. Grant supporters answer that 
these political leaders would not coordinate anyway. 

The second objection is that the discretion of state 
authorities is limited by federal grants policies. There 
can be little doubt that discretion is so limited. After 
years of effort by students of government to concen- 
trate responsibility in mayors and governors, the grant 
system reduces such responsibility. The answer of 
grant supporters is that desirable discretionary action 
of state authorities is not limited. Federal limitations 
are imposed only to maintain administrative stand- 
ards, which are assumed to be desirable. 

The third objection is that grants have distorted 


The roles of state and local governments, and the many 
facets of intergovernmental relations, were the subject 
of the May 20 special round table discussion, held at The 
Conference Board's 38th Annual Meeting. In view of 
the growing concern with these matters—with steadily 
rising tax assessments, overlapping responsibilities, 
backed-up public works, and other problems now under 
study by the Commission on Intergovernmental Relations 
—the authoritative statements of the participants are 
published here. Alfred E. Driscoll, President, Warner- 
Hudnut, Inc., and Member, Commission on Intergovern- 
mental Relations, presided over the meeting. Additional 
copies may be available depending upon demand. 
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state and local budgets, since states spend more money 
in the fields where they will secure federal assistance 
and accordingly ignore other fields. The most com- 
monly cited examples are the large sums paid by cer- 
tain states for old-age assistance where there is a 
federal grant, and the inadequate sums paid for gen- 
eral relief where there is no federal grant. 

Another way of stating this objection is to note 
that a quarter of state and local budgets are now de- 
termined by Congress without consultation with state 
and local budget making authorities. The answer to 
this objection is that states are not required to accept 
federal funds. 

The fourth objection is that grants have reduced 
the fiscal power of the states. This is undoubtedly 
true. Supporters of grants would, however, point out 
that grants are a small fraction of total federal tax 
demand and that the states and localities perhaps 
would not use the tax bases if they were not used by 
Uncle Sam. 

The fifth objection is that grants repress the initi- 
ative of the states. The answer of grants supporters 
would probably be that the states would not exercise 
initiative without grants. In this connection, grants 
supporters are particularly likely to call attention to 
the failure of rurally dominated state legislatures to 
recognize the needs of urban areas. 


HOW VALID THE CONTENTIONS? 


Which of these reasons for grants-in-aid are valid? 
Which of these objections are valid? Our effort to 
answer these questions must be deferred until the 
researches undertaken by the Commission on Inter- 
governmental Relations are completed and until the 
Commission has had an opportunity to weigh the evi- 
dence and report its conclusions. The Commission has 
under way the most substantial research program ever 


undertaken in the field of intergovernmental relations. 

Four of the best-known governmental research 
organizations in the country are reviewing the 
administrative and fiscal and political impact of the 
grants-in-aid program in the states of Connecticut, 
South Carolina, Michigan, Mississippi, Kansas, Wyo- 
ming, and Washington. The commissions on inter- 
governmental relations of New York and Pennsyl- 
vania and the University of California are making 
similar studies in their states. The federal Commis- 
sion also has its staff reviewing each functional field 
in which grants-in-aid are made, and expects to es- 
tablish task forces shortly in each such field. It also 
has special staffs working on problems of taxation, 
equalization, and intergovernmental fiscal relations. 
Reports of all these groups are scheduled to come to 
the Commission in time for a report to the President 
and Congress by March 1, 1955. 


A CONFUSING VARIETY OF PROBLEMS 


As the Commission staff digs into these fields, we 
find a confusing variety of problems. Let me give 
you examples of a few of them, warning you again 
that we do not have the answers. First, what kind 
of state and local governments do we want? Is it 
desirable that they should have any functions left to 
operate on their own responsibility? The Federal 
Government now has a finger in every major operating 
function of state and local government except public 
safety. Should we make it unanimous or should we 
set aside some sphere of state and local activity? If 
so, what? 

Second, have we been guilty of mere lip service in 
ascribing to independent state and local institu- 
tions the great advantages of training citizens for 
democracy, of separating governmental issues, and of 
keeping governmental power divided? These values, 
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which seemed very important in the writings of the 
Founding Fathers, of Tocqueville and Bryce, and of 
such Presidents as Wilson and Eisenhower, get very 
little attention from contemporary students of politi- 
cal science and public administration. Which group 
is right? Are the values of independent state and 
local governments obsolete as a result of the extension 
of the means of transportation and communication? 


STIMULATION ENDS WHEN? 


Third, what is our Federal Government trying to 
do with its financial fingers in the different wedges of 
the state and local pie? Is it attempting to accom- 
plish the major purposes of grants-in-aid, to stimulate 
needed governmental activities on the state and local 
levels, and to equalize some of the economic inequali- 
ties? If this is the program, then there are further 
questions. When does a function no longer need 
stimulation? One stimulation program is now thirty- 
seven years old, the states and localities are now con- 
tributing $5 to $1 on the part of the Federal Gov- 
ernment, but there has been no substantial change in 
the length of the federal apron strings. Another pro- 
gram has been conducting demonstration projects 
since 1935. When do we shift from demonstration to 
operation? 


DO FEDERAL GRANTS EQUALIZE? 


Or take this problem of equalization. Do federal 
grants equalize? My home state is fortunate enough 
to rank high on the 1952 list of states in per capita 
income—fifth from the top, $400 above the national 
average, and only $200 below the top state of Dela- 
ware. Uncle Sam rewarded us for our wealth by grants 
of $195 million, a per capita grant 9f approximately 
$17. Mississippi, poorest of the states with a per 
capita income of $818, received grants of $37 million, 
a per capita grant of approximately $17. So wealthy 
California and poor Mississippi get the same amount 
per capita. If the Federal Government is in the grants 
business to equalize costs of government between 
states of unequal wealth, we wonder what is the 
method of equalization. 


HELPING THE POORER STATES 


Fourth, is the Federal Government distributing its 
- funds on a responsible basis and one which takes 
account of the needs of all its citizens? Should Uncle 
Sam spend over $100 million a year on a school lunch 
program which reaches only about a third of the 
school children? Should the Federal Government ear- 
mark substantially for rural roads, setting aside much 
less for urban streets, though traffic experts agree that 
the needs of the latter are much greater? The grants 
program tries hard to equalize on small grants for 
public health, which perhaps should be of the stimu- 
lating type, and then fails to equalize on large grants 
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for public assistance or roads, which is perhaps where 
the equalization should be. But if the present pro- 
gram is wrong, how would you remedy it? What kind 
of grants do we want? Would it be better to give funds 
to the general support of the poorer states? 

Fifth, how does the Federal Government go about 
equalizing? The educators have developed some rather 
logical schemes for intrastate equalization among 
school districts. But these schemes imply a state- 
wide measurement of need and a state-wide measure- 
ment of resources. We do not have nationwide 
measurements of either. What should such measures 
be? In our desire to favor the rural areas, have we 
overlooked the greater cost of furnishing government 
services in some of the poorer urban areas? 


CONCEPT OF POLITICAL RESPONSIBILITY 


Sixth, another group of questions revolves around 
the concept of political responsibility. For several 
decades, political scientists have been trying to focus 
responsibility for the administrative and budgetary 
leadership on the mayor, the governor, or the Presi- 
dent. Does this focusing make for better government? 
How can it be reconciled with a grants-in-aid program 
which divides administrative and budgetary responsi- 
bility between two and sometimes three levels of gov- 
ernment? Some people ask why elect a governor if 
his major function is to preside over a distribution of 
funds already determined by the bureau chiefs and 
Congress in Washington? 

Seventh, a group of questions revolves about pos- 
sible substitutes for grants. The statute establishing 
the Commission seems to imply that functions should 
be allocated between levels of government and that 
fiscal relations should then be adjusted accordingly. 
Many people may think that this is simple. Just 
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return some grants and a corresponding amount of 
taxes to the states. But it is not so simple. If one 
returns $2,300 million of grants and a roughly corre- 
sponding amount of taxes, our figures indicate that 
some wealthy states like New York would be many 
millions of dollars ahead, and poorer states like Mis- 
sissippi and Arkansas many millions of dollars behind. 


STEPPING ON TOES 


If the Federal Government tried to return enough 
taxes so that the poorer states could raise as much as 
their present grants, there would be a severe impact 


upon the Federal Treasury. What do we do about it? 

This incomplete list of problems is perhaps enough 
for you to recognize the complexity of the task of the 
Commission on Intergovernmental Relations. The 
Commission will, however, meet these problems and 
work out statesmanlike answers to them. These 
answers may involve financial losses‘to your area or to 
some of your pet causes. But they will point the way 
to adequate handling of our governmental activities, 
with reasonable economy, and with reasonable regard 
to the political decentralization, which is a glorious 
part of the American tradition. 


Outlook for State Governments 
By Roger A. Freeman 


Special Assistant to the Governor, State of Washington 


VER THE past two decades the size and im- 

portance of our national government have grown 
so tremendously that state and local governments 
seem to have faded into the background. Nowhere 
can we see the magnitude of the change more clearly 
than in the field of taxation. In 1932, state and local 
governments gathered and spent three fourths of all 
taxes, leaving one fourth for the federal treasury; in 
1952, the Federal Government gathered and spent 
three fourths of all taxes, and left one fourth for state 
and local governments. 

The major cause of this reversal in relative positions 
was unquestionably the vast expansion of federal ob- 
ligations and activities in the field of national security. 
State and local governments still perform most of the 
domestic services of government: of the $100 billion 
expended by all governments in the United States in 
1952, $60 billion went for national defense, interna- 
tional affairs, veterans’ services, and interest on the 
national debt, and $40 billion for all other public 
services. Of the $40 billion, state and local govern- 
ments spent $30 billion, the Federal Government $10 
billion. 

The state and local role in domestic activities seems 
even more prominent when we consider that states 
and their subdivisions account for 90% of all public 
spending in the fields which are traditionally theirs— 
education, highways, health and welfare, police and 
fire protection, sanitation and housing. 

So it might seem at first glance that the historic 
allocation of powers—external and interstate affairs to 
the Federal Government, intrastate services largely to 
the states—were still observed. We all know, of course, 


that in recent years—to quote from the law which 
established the Commission on Intergovernmental Re- 
lations—“the activity of the Federal Government has 
been extended into many fields which under our con- 
stitutional system may be the primary interest and 
obligation of the several states... .” 

The federal constitution delegated only certain spe- 
cified powers to the United States but empowered 
Congress “to lay and collect taxes . . . to provide for 
the common defense and general welfare of the United 
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States.” Since there is no area of governmental activ- 
ity which cannot somehow be held to promote the 
general welfare, the extension of federal power took 
the form of grants-in-aid for the support of state and 
local functions. Federal grants-in-aid amount to only 
10% of state and local revenues, but they are so widely 
dispersed that their influence is far greater than the 
modest figure of 10% might indicate. 

We all recognize that there is a national interest in 
good roads, good schools, and adequate health care. 
But we may differ on the question whether the states 
are able and willing to provide the services which can 
be rightfully expected of them or whether they can 
do so only with the financial help of the Federal 
Government. 

It is undoubtedly true that a large backlog of state 
and local public works has piled up in twenty years 
of depression, war, and material shortages. Recent 
estimates place the need for roads at $50 billion, for 
schools at $27 billion, for hospitals at $11 billion, for 
water and sewer works at $11 billion, and so on for a 
total well in excess of $100 billion. That is a big bill 
when we consider that state and local governments 
now spend only $714 billion a vear for capital outlays. 


FALLING DOWN ON THE JOB? 


Why are those needs not being met? Are state and 
local governments falling down on the job? Are they, 
as somebody recently called them, “tax-inhibited”’? 

Over the past twenty years the state and local tax 
burden dropped from 10.8% of the national income in 
1932 to 6.9% in 1952. During the same time the fed- 
eral tax burden rose from 3.1% of the national income 
to 21.5%. The heavy federal tax load created a gen- 
eral atmosphere of growing tax resistance in which 
state and local governments found it economically and 
politically impossible to retain their share of the na- 
tional income. They felt that all domestic programs 
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and projects—no matter how desirable—had to be 
viewed with a critical eye at a time when the interna- 
tional situation forced us—and still forces us—to de- 
vote one fifth or one sixth of every dollar we earn to 
our national security. 


EDUCATION THE VICTIM 


In no area are the needs more urgent than in edu- 
cation. Nothing is closer to our hearts nor more im- 
portant for the future of the country than the educa- 
tion of our children. But our public schools are now 
in a state of near crisis. Enrolment will jump more 
than 10 million between 1950 and 1960. That exceeds 
the total increase during the first half of the twentieth 
century. But taking care of the additional 10 million 
children is only part of the problem. The American 
public insists on better schools which, whether we like 
it or not, cost more money. Between 1930 and 1950, 
when enrolment was practically stable, revenue re- 
ceipts of the public schools almost doubled in dollars 
of constant value. In those twenty years school pro- 
grams were diversified, expanded, and enriched. Since 
1950, public school enrolment has risen 14% and cur- 
rent school expenditures went up 42%. Can we con- 
tinue to broaden the programs at the samc rate in this 
period of unparalleled enrolment growth? 

We are currently building new classrooms at the 
rate of almost 60,000 a year—which is more than we 
need to take care of just the additional children. But 
a recent survey estimated that between now and 1960 
another half-million classrooms should be built to 
relieve overcrowding and replace unsatisfactory build- 
ings. Can we afford to discard as obsolete in the next 
six years, a period of unprecedented enrolment expan- 
sion, more than a third of our current school plant 
which was built up over half a century? Or maybe we 
should ask whether we can afford not to do it? 

Those questions can be answered only by those 
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who will have to foot the bill—the American people 
who are both the parents of the children who attend 
the schools and the taxpayers from whose earnings 
the funds must come. 

The school finance crisis can be traced directly to 
the decline of the main source of school income, the 
property tax. Between 1930 and 1950, state school 
support rose 341% in dollars of constant value, local 
school support only 30%. The total of all property 
tax collections rose in actual dollars but, in terms of 
the national income, fell from 10% in 1932 to 3% in 
1952. 

Widespread exemptions and underassessment cut 
not only into local revenues but also kept the 
schools’ bonding capacity to a fraction of their legal 
entitlement. 


INADEQUATE ROAD SYSTEM 


Now let us look at the roads. Over the past four 
decades we have built up by far the greatest highway 
system in the world. In 1946, we spent $2 billion on 
public roads in 1950, $4 billion; and in the current 
year we'll spend close to $6 billion. But all of us 
would agree that our highways are inadequate for 
today’s traffic. 

Thirty-eight thousand people are killed and 1.3 
million injured each year in motor vehicle accidents, 
many of them owing to overcrowded, insufficient, and 
obsolete roads. The American Association of State 
Highway Officials estimated the actual deficiency of 
the federal aid road system at $35 billion. Others 
placed total road needs at $50 billion. Three weeks 
ago the president of one of our largest automobile 
manufacturing concerns put a $105-billion price tag 
on an up-to-date highway system. 

In the last twelve years the number of motor 


vehicles jumped from 32 million to 55 million, the 
number of vehicle miles from 300 billion to over 500 
billion annually. Highway revenues kept pace with the 
increased traffic but fell behind inflation. State gaso- 
line taxes, a mainstay of highway revenues, averaged 
4 cents per gallon in 1940 and 5 cents in 1953. That 
is an increase of 25%. But the cost of building roads 
has jumped 119%. In terms of 1940 road purchasing 
power, then, the average state gasoline tax rate Is now 
2.3 cents. 

We don’t build roads faster because the public 
does not seem willing to accept tax boosts at a more 
rapid pace; and that is true at the state level and 
at the federal level. We are making good progress with 
building toll roads, but toll roads are only part of the 
answer. 


STATUS OF STATE RESOURCES 


The American people want more and better schools, 
more and better roads, more and better hospitals. Are 
they denied those facilities because the states are un- 
able to provide them? Do the states—as has been as- 
serted—lack the necessary financial resources? 

There are, of course, no financial resources in the 
United States which are not within the borders of the 
forty-eight states. Virtually all the income, wealth 
and transactions which can be taxed by the Federal 
Government are within the reach of the states. The 
states have ample taxing powers subject only to the 
limitations which they chose to impose upon them- 
selves in keeping with the willingness of their citizens 
to be taxed. So the assertion that the states as a 
whole do not have sufficient fiscal resources must fall 
of its own weight. 

Of course some states are wealthier than others. The 
residents of high-income states can more easily pay 
for governmental services and for all other things in 
life than the residents of low-income states. The dis- 
crepancy between high-income states and low-income 
states has been shrinking fast. Per capita income 
rose between 1940 and 1952 in New York 136%, in 
Mississippi 301%. The per capita income spread be- 
tween the two states dwindled from 1:4.23 in 1940 to 
1:2.49 in 1952. But there always will remain differ- 
ences in income among the states as among individuals. 

Federal grants-in-aid help to lessen the difference 
between wealthy and poor states. Let us for example 
take New York, a typical high-income state, and Mis- 
sissippi, a typical low-income state. In 1953, federal 
grants-in-aid equaled 0.64% of the individual income 
payments in New York, 2.39% in Mississippi. Those 
grants narrowed the spread in fiscal capacity between 
the two states to the extent of 1.75% of income pay- 
ments. But a far more effective job of equalizing in- 
comes is done by our progressive tax system. Federal 
individual income-tax collections amounted to about 
6% of income payments in Mississippi and to 15% to 
20% in New York (depending on the method of tax 
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allocation). So the equalizing effect of income taxes 
was more than five times greater than the effect of 
grants-in-aid. . 

The purpose of more nearly equalizing the fiscal 
capacity among states can be—and is being—taken 
care of more effectively through our progressive tax 
system than through grants-in-aid. It could also be 
accomplished by just one monetary grant to every 
low-income state, instead of some sixty or more grant 
programs to all forty-eight states. 


GRANTS AND SPECIAL INTERESTS 


But the purpose of federal grants is not merely aid 
to needy states. The demand for grant programs and 
their expansion does not come from the states or their 
elected representatives, the governors and legislatures, 
but from special interest groups. If those groups can- 
not get their demands satisfied from their fellow citi- 
zens at a tax levy or bond election, or from their city 
council, county board or school board, they appeal to 
the legislature; and if the legislature is not sufficiently 
responsive, they appeal to Congress. The purpose of 
the grant-in-aid programs is to set up an appeals 
system in domestic areas which under the constitution 
are not within the powers of the Federal Government. 
The effect of grants is to provide services which the 
people themselves or their elected local representatives 
do not deem worth their own money. They might 
deem them worth somebody else’s money though. 
Federal aid is, of course, almost universally regarded 
as “somebody else’s money.” 

State and local officials must keep the demand for 
services and facilities within their constituents’ willing- 
ness to tax themselves. Congress is under no such 
restrictions. In the past five years grants-in-aid to 
the states totaled $12.2 billion; in the same period, fed- 
eral expenditures exceeded revenues by $14.8 billion. 
In fiscal 1954 and 1955, grants to states will total 
about $3 billion a year, the budget deficit $3-$4 billion. 
Only three out of the last twenty-five federal budgets 
were balanced. The real charm of federal grants-in-aid 
is the opportunity they afford to spend money for local 
services or facilities without placing a visible added 
burden upon the taxpayers. 

This method of seemingly getting something for 
nothing removes the natural restraint upon demands 
‘for ever-expanding governmental services, it erodes 
the feeling of responsibility among public officials, and 
gradually but inescapably leads to a disintegration of 
state and local governments as self-contained govern- 
mental entities. 

Can we continue indefinitely, in a time of relative 
prosperity, to finance our governmental services by 
raising the national debt? The answer is probably 
that, except in times of war or depression, we should 
try to keep our public expenditures within revenues. 
So, if we want more and better schools and public 
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services and facilities of all kinds, we shall probably 
have to raise taxes, either at the federal level or at the 
state and local levels. 

The 83rd Congress gave clear proof of its convic- 
tion that the burden of federal taxation has become 
oppressive and must be eased: it cut federal taxes by 
$6 billion and is about to reduce them another $114 
billion by the technical revision bill. That is where 
our state legislatures, our city councils, our school 
boards come in. 

Many of our state and local governmental bodies 
will be faced in the next few years with the necessity 
of boosting taxes and selling bonds to take care of 
emergent needs. Their success or failure will be the 
test of our determination to keep government at home. 
We sold home rule in return for grants-in-aid; the 
only way we can get it back is C. O. D., by paying 
higher taxes at the state and local level. No govern- 
ment can in the long run maintain political imdepen- 
dence without fiscal] independence. 


A DECISION TO MAKE 


The states and our whole federal system are at the 
crossroads. We can restore the power in the parts or 
concentrate it in the whole. We can divide functions 
and responsibilities between the states and the Federal 
Government or recognize the Federal Government as 
the final judge and arbiter in all matters. We may 
value popular control and government close to the 
people as a cherished heritage to be passed on to fu- 
ture generations, or we can prefer the greater speed 
and ease with which our wishes can be met by central 
action. We may believe that the people are capable 
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of judging vital public issues and grant them the 
right to vote in their communities or states on the 
level of taxing and spending they desire or we may be- 
lieve that only a central government has the wisdom 
to know the level of public services which the people 
need and which our national interest requires. 

If we continue the trend of the last two decades, 
we'll sooner or later have but one national govern- 
ment with a number of administrative subdivisions, 
which may or may not be called states. If we want 
to strengthen state and local governments, our road 
will not be so smooth. Here are some of the steps 
that may lead us there: 


1. The use of tax sources might be rearranged 
between the Federal Government and the states 
so that the states are in a better position to finance 
their essential services. 


2. Federal grants-in-aid might be simplified and 
gradually reduced. 


3. The Federal Government should agree to fair 
payments in lieu of taxes upon its property holdings 
in various states. 


4. The states in turn have an obligation to grant 
their municipalities home rule and adequate taxing 
powers, to share the available resources with them 
fairly, and to assist them in the uniform and equit- 
able administration of their main revenue source, 
the property tax. 

5. States should create units of local government 
which are large enough in terms of area, population, 
and economic resources to stand on their own feet, 


finance their own services and run their own affairs. 
It is wasteful to continue operating through 115,000 
separate governments. 

6. States should bring their own houses in order 
(a) by assuring all their residents, urban and rural, 
a fair representation in their legislative bodies; (b) 
by modernizing their obsolete management struc- 
tures in following recommendations of some three 
dozen state Little Hoover Commissions; (c) by at- 
tracting the technical skill and administrative com- 
petence into state service that will enable them to 
deal on an equal basis with their counterparts in the 
federal bureaus. 


I'd like to close with a quote from a distinguished 
teacher in public administration, Professor Leonard 
White, of the University of Chicago: 


"The coercions of this generation are indeed great; 
but they may be encountered as well, perhaps better, by 
the resilience of a self-motivating, self-initiating, self- 
propelling federation of self-governing states and com- 
munities than by a nation in which the parts remain only 
as hollow shells, lacking energy or creative power, and 
responsive only to orders received from above. 

"Americans know all this by experience and by intu- 
ition, but they have been careless in protecting that 
which they cherish. They are now called upon by events 
to cease to complain about the march of power of 
Washington, and instead to devote their talents for 
political invention to divert the flow of power to those 
areas where it can be wisely used and effectively con- 
trolled. Much power must in this century be concen- 
trated in the national capital. No more should be laid 
there than circumstances require." 


Outlook for Local Governments 
By Carl H. Chatters 


Executive Director, American Municipal Association 


| eee are 116,743 units of government—or were 
in 1953. Out of these, only 16,778 are incorpo- 
rated municipalities, most of which are under 1,000 
population. 

There are some 3,000 counties, 17,000 townships, 
and 67,000 school districts; and there are 12,000 other 
assorted special districts of all kinds ranging from the 
Port of New York Authority to a local mosquito 
district. 

The place of local governments in the national 
economy is reflected by taxes, expenditures, capital 
outlays, and employment. The $100-billion backlog 
of public works is also pertinent, consisting of schools, 
roads and streets, water and sewage works, and hos- 


pitals, as well as other state and local public works. 
This backlog exists because of the depression, prepara- 
tion for war, war itself, and Korea. 

Taxes levied in 1953 by all units of government in 
the United States totaled $82.4 billion, of which the 
local governments raised $9.5 billion; the states, $10.5 
billion; and the Federal Government, $62.4 billion. 
Each did not spend in that proportion. 

According to 1952 expenditures data—we do not yet 
have the 1953 figures—there was spent by all the gov- 
ernments in the United States $101.4 billion. Of this 
amount, local governments spent $20 billion, or ap- 
proximately 20% of the total, although they raised 
approximately 12% of the money. The state govern- 
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ments raised $10.5 billion and spent $10.8 billion; the 


Federal Government raised $62.4 billion and spent 
$70.6 billion. 


The capital outlays, including both construction. 


and equipment, of all the governments together in the 
United States in 1952 totaled approximately $25 bil- 
lion. Of this, the local governments spent $4.8 billion, 
the state governments $2.6 billion, and the Federal 
Government $17.5 billion. 

It is interesting to note that, although the Federal 
Government raised and spent so much money, as far 
as employment is concerned almost half of the 7- 
million public employees in the United States are 
employed by local governments. Of the total payroll, 
approximately $2 billion a month, somewhat less than 
half of that, or $933 million a month, is spent by the 
local governments. 


HERE'S THE STORY 


This tells us something about the place of local gov- 
ernments in the finances of the national economy. In 
other words, they raised $9.4 billion in taxes out 
of $82.4 billion and spent $20 billion out of the 1952 
$101-billion total. Of capital outlays of $25 billion, 
they spent $4.75 billion; out of a total public employ- 
ment of 7 million, they employed 4.5 million; and of 
the monthly government payroll of nearly $2 billion, 
they paid out $933 million. 

Now let’s look at borrowing. In 1953, state and local 
governments together, and it is impossible to separate 
the borrowing of the two from the data we have, bor- 
rowed $5.5 billion in long-term loans. In 1929 and in 
1940, the amount was approximately $1.5 billion. In 
the first quarter of 1954, the long-term borrowing of 
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states and localities together was $1,350,000, which is 
perhaps 8% or 10% higher than it was a year earlicr. 
The outstanding debts of the states and cities together 
are approximately $30 billion at this time. 

What do the cities and states have to pay for the 
money they borrow? Local governments have paid 
varying amounts in the last twenty years. The high 
point in interest rates was reached in May, 1933, when 
the index prepared by The Bond Buyer showed a yield 
of 5.69%. By February 14, 1946, the index had drop- 
ped to an all-time low of 1.29%. At the present time 
the rate is roughly 2.5%. What the rate is should have 
more influence than it does on their borrowing policies. 
There are many times when those interest rates are 
low and cities can afford to borrow money to do what 
they want to do, rather than accumulate money while 
prices go up. Public bodies frequently lose large sums 
in capital costs during a period of rising prices because 
costs continue upward while they are delaying con- 
struction either to accumulate money or obtain the 
necessary authorization for a bond issue. 

What is the role of the local government in relation 
to other economic measures? For the first quarter of 
1954, according to the Department of Commerce, gross 
national product was at the annual rate of $357.8 bil- 
lion. Of this, state and local purchases of goods and 
services amounted to $27.1 billion. That is a substan- 
tial part of the total. As to construction expenditures, 
the total new construction, public and private, in 1953 
was $34.8 billion. Of this, public construction was 
$11.2 billion. 


PAYROLLS RISING 


In January, 1954, local government employment, 
had increased 4% compared with January, 1953; 
but local government payrolls had risen 8.7%. Since 
salary and wage rates of public employees lag behind 
those of private companies both on the way up and 
on the way down, it is probable that there will be a 
continued rise in local government payrolls, if the 
number of people on the payrolls is constant. It would 
be equally probable, if there were an immediate 
change in our economic circumstances in the country, 
that local government payrolls would continue to rise 
because the public payroll as a whole is not so sensi- 
tive to economic change as private payrolls. 

There are certain other things we should mention 
about public construction. Housing—both public and 
private—has a great bearing on the spending of local 
governments. For every house built, local govern- 
ments have to spend vast sums of money to put in 
facilities. The new Federal Highway Act will spur 
the construction of highways in addition to the in- 
creasing amount of toll roads which are being built. 

I would think that in a business decline of any 
length, unless great pressure is exerted, to quote 
George W. Mitchell of the Federal Reserve Bank of 
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Chicago, the first casualty of retrenchment in aggre- 
gate state-local spending supported by general tax 
revenues is likely to be capital improvements." 

What about the short-run possibilities and proba- 
bilities? The momentum already under way would 
probably carry local spending forward at present rates 
at least for a year under any circumstances except 
total collapse. 

The short-run construction which could be under- 
taken would involve schools, highways, streets, sewers 
and water construction, public and private housing 
and the local public works of all kinds required for 
new housing. And for the short run, certainly current 
operating expenditures under any foreseeable condi- 
tions would probably continue to rise for another 
year as least, but the rate of increase would slow down 
because of stabilized prices and the gradual catching 
up of public with private pay rates. 

As to what cities can do about unemployment, not 
all cities are alike. The appropriate public works to 
provide jobs would have to be done in carefully picked 
places. The problem in Detroit, if motor production 
decreases, is one example. So are the cities which pro- 
duce agricultural equipment. Then there are the 
cities where the Federal Government has made a 
terrific impact either through the construction of war 
plants or other activities. Such influences tend to 
distort the picture and make the needs spotty rather 
than general throughout the country. In terms of 
public works as they might affect cities in a depres- 
sion, timing is important, as is the selection of places 
which need emergency public works. There must, 
therefore, be an early recognition of need and an 
agency in the Federal Government to sell the idea 
that speed is needed. Perhaps the same agency should 
also call our attention to the soft spots where unem- 
ployment is an important issue. 


FINANCIAL STATUS OF CITIES 


As to long-term financial planning, a fair backlog of 
projects exists for which construction plans are already 
available. Our metropolitan areas have great needs. 
To meet these needs, the financial position of Ameri- 
can cities is good. In spite of some ideas to the con- 
trary, they are in excellent financial shape. 

An important factor is the genuine interest of the 
federal administration, beginning with the President 
himself, in this subject of long-term planning of public 
works. 

Attitudes toward the long-range planning of pub- 
lic works are rather important. Regardless of party, it 
seems to be a popular thing. Some few states and 
cities have a little interest in it, but neither the states 
nor localities are excited about advance planning or 


Hearings, “January, 1954, Economic Report of the President,” 
Joint Committee on the Economic Report, 83rd Congress, 2nd 
Session (1954), p. 492. 
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about getting money from the Federal Government 
for the advance planning of public works. 

The Federal Government wanted to continue the 
program of advanced planning two or three years ago 
and they asked the American Municipal Association 
to sound out our people as to whether we could get 
support for the necessary legislation. We found we 
couldn’t get enough support for that kind of program 
to justify “going to bat” for it before Congress. The 
idea of advanced planning of public works must be 
sold and promoted; and only the Federal Government 
can take the lead in it, although actual planning 
should be done through the states and localities. 

The potential use of local public works is somewhat 
limited by the attitude of the public which usually 
will not vote bond issues in a time of receding eco- 
nomic circumstances. Neither will officials increase 
taxation in periods when credit is becoming more dif- 
ficult and interest rates higher. If cities are going to 
have any help from the Federal Government for public 
works in a depression, credit assistance will be neces- 
sary in many cases. 


SAFEGUARDING INVESTORS 


I would prefer to see that credit take the form 
it did before. It would be well if there were a federal 
agency to purchase the good bonds of municipalities 
as was done through the PWA and the RFC. I be- 
lieve everyone gained by those transactions. The 
bonds were carefully analyzed before purchase and, 
except for a few isolated cases, were paid off rather 
soon or resold to private dealers at a profit. 

Next comes the subject of intergovernmental rela- 
tions. What is done or happens in an economic de- 
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cline depends to some extent on the relations between 
governments—such as the Federal Government’s ac- 
tion with respect to advanced planning, to the stimu- 
lation of a public works program, or to loans, grants 
and the purchase of securities. It also depends upon 
what the Federal Government does about its own 
spending for defense and what would be done about 
unemployment relief if it ever became a major issue. 
We have not recently faced the issue of what will be 
done if unemployment relief again becomes our chief 
domestic problem as it was in the early Thirties. 

The situation depends to some extent on the states. 
They cannot undertake deficit financing, and their 
borrowing mechanics are slow. Their own revenues 
will fall in a depression because they are dependent on 
income and sales taxes. So will the states—and can 
they—help their municipalities with public works, or 
with public welfare? The reason cities went to the 
Federal Government in the first place in 1932 was 
primarily because the states were unable or unwilling 
to help them with the relief question. 

The states should be able to help localities with 
their credit, if some device were found. The states 
can and should encourage stabilization of local fi- 
nances. They should give the cities greater latitude 
in revenue sources. But, again, the states must make 
some decision about what they are going to do if un- 
employment relief becomes a question. 

I would like to see greater cooperation between local 
industries and local officials. Both groups want it, 
but sometimes there is a mutual distrust which pre- 
vents it. Detroit is an example of fine public-private 
cooperation. It has a mayor who knows his industries 
and their leaders, who confide in him and work closely 
with him. They believe in him enough to have given 
him very substantial sums of money for development 
of the new public center in the City of Detroit. 

- Mayor Zeidler of Milwaukee knows what is going 
on in his town better than any other single person. If 
he sees trouble in an industry he sits down with the 


329 


leaders of that particular industry to try to find out 
what they can do to alleviate the situation. 

I think we can do much more of that. It might be 
possible for industries to forecast their needs for ex- 
panded facilities so that the cities could look farther 
ahead with their public works. Private industries 
could do a great deal for their municipalities by taking 
them into their confidence and working with them on 
their future needs. It would be a benefit to both. 

What functions can go back to the states and locali- 
ties? Nobody believes in home rule more than I do. 
I believe to some extent in states’ rights. There is 
also such a thing as the growth of a national interest in 
certain functions such as highways and airports. At 
one time, highways were local, but over a period of 
time we have developed a national interest in a na- 
tional system of highways. Some of what may seem 
like duplication of effort in other activities is merely 
a parceling out among the various levels of govern- 
ment of the total job along certain lines such as we 
do in highways. Federal, state and local governments 
have a joint interest in this. 

These parallel interests of federal, state and local 
governments in many activities are to me a significant 
phenomenon. It is an outgrowth of the change from 
doing business locally to highly centralized businesses 
operating on state, national, and international lines. 
No local government operating alone can compete for 
revenues or in any other matter with corporations 
which do business on a very wide geographic basis. 

We have to be realistic about the allocation of ac- 
tivities. To be sure, there are many things we can 
turn back. There is duplication we can eliminate. 
But let us remember that much of what we would like 
to do along those lines is conditioned very greatly by 
the fact that we are a national economic unit. Many 
of the businesses of the nation are national and inter- 
national. That limits the kind of revenue system we 
can have, and to a great extent the kind of services 
the governments are required to render. 


Problems of Grants-in-Aid 


By James A. Maxwell 


Chairman, Department of Economics and Sociology, Clark University 


INCE Mr. Benson covered the general subject of 
grants, I shall try to develop points which he has 
passed over lightly. I shall speak as an economist, 
whereas he spoke primarily as a student of political 
science. 
First, I have heard two sets of figures today as to 
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the amount of federal grants. If we take as our test 
the Bureau of Budget reckoning in an appendix to the 
annual Budget Document, we find that federal grants, 
in fiscal 1953, amounted to $2.7 billion. They will 
probably be more than that in fiscal 1954, and proba- 
bly still more in fiscal 1955. 
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Mr. Benson doubles the figure in order to get one 
representing what the Federal Government controls. 
This is only partly correct, because the state and local 
governments would probably spend all they are spend- 
ing even if there were no grants-in-aid. I am quite 
certain they would spend more if every grant program 
and every piece of legislation were abolished. 

So I start with the objective fact that grants are ap- 
proximately 10% to 11% of state and local expendi- 
tures—which is Mr. Freeman’s figure. While grants 
are at a peak figure, relatively they were enormously 
more important back in the Thirties when they were 
at least a third, and sometimes more, of state and local 
expenditures. 


WHAT RUNS THE DOLLARS UP 


The most important federal grants in dollars have 
for at least a decade been the so-called public assist- 
ance grants which the Federal Government gives to 
four categories of people on public assistance rolls: 
the aged, dependent children, the blind, and the dis- 
abled. These account for nearly half the total of 
grants. 

Next in size are transportation and communication 
grants, of which by far the biggest slice goes for high- 
ways. They make up perhaps 20% of total federal 
grants. After these, there is a tailing off in grants for 
public health, for employment security, for education 
of various sorts, and so on. The important growth 
over the last decade has been in public health grants. 

In the last decade the distribution of grants has 
been altered markedly in favor of the poorer states. 
If we define, as nearly everybody does, a rich state as 
one with high per capita income and a poor state as 
one with a low per capita income, we find that the 
poor states are getting a much larger slice of the fed- 
eral grants than they did a decade ago. 

There are two very broad reasons for this shift in 
favor of the poorer states. One is that the distribution 
formulas have been altered by Congress. I will give 
just one instance. In 1941, more than a decade ago, 
federal grants for old-age assistance could not exceed 
half of a maximum payment of $40 monthly per recipi- 
ent. In 1951 (a decade later), the Federal Govern- 
ment would provide 75% of the first $20 of the aver- 
age monthly payment, plus half of the remainder up 
to a maximum of $50; and this formula has since, of 
course, been liberalized. 


AN EQUALIZING TAX SYSTEM 


The second reason why the distribution has altered 
in favor of the poorer states is that welfare grants 
have grown—and welfare grants naturally favor the 
poorer states. In short, federal grants are more equal- 
izing now than they were a decade ago; and equaliza- 
tion has, as its essential feature, interstate transfers 
of income through the grant system. 


The money that is distributed as grants by the 
Federal Government is raised from general revenue, 
with one exception: the grants for employment secur- 
ity. Since the federal tax system is progressive, rela- 
tively more revenue is raised from the rich states than 
from the poor states. The tax system, that is to say, 
is also equalizing. 

My point is that at present grants provide a 
double process of equalization among the states. The 
distribution of grants themselves is equalizing, and 
the way of raising the revenue with which to pay the 
grants is also equalizing. 

This raises the policy question of how far the equal- 
ization process should go. Should it be enlarged 
through the so-called variable ratio grants, by which 
a dollar spent by a poor state is overmatched by the 
Federal Government and a dollar spent by the rich 
state is undermatched? Some redistribution of income 
through the grants system seems desirable, but how 
far should it go? 


ECONOMIC OBJECTION TO PROCESS 


The general fault of equalization that economists 
would raise is that a redistribution of income through 
grants impairs resource allocation and productive ef- 
ficiency. More specifically, geographical transfers of 
income from the richer states to provide amenities to 
poor people in resource-poor states would tend to 
counteract the incentive for labor and resource mo- 
bility—and thereby prevent the maximization of na- 
tional production. 

Another policy issue discussed recently has been 
whether some of the particularizing and parcelized 
grants now in use should not be merged into “block” 
or lump grants. For example, instead of having four 
categories of public assistance, each with different 
formulas and somewhat different conditions, why 
should not the Federal Government lump all the cate- 
gories together? To do so would bring simplification 
in administration. It would also bring a reduction in 
the number of conditions to be met in order to earn 
a grant. 

Approximately fourteen programs of grants are ad- 
ministered by the Department of Health, Education 
and Welfare. Cannot these be grouped so as to sim- 
plify structure and procedures and formulas? 

The aim is not just simplification. Perhaps you 
would think the substitution of state and local for 
federal decisions a far more important aim. When 
the Federal Government gives grants for a narrowly 
defined program, it can set up conditions and stand- 
ards of performance. The assumption, then, is that 
the Federal Government has an interest in details of 
the program. I do not doubt that this has been true for 
some programs. When a state and local function ap- 
pears to Congress to be underdeveloped, to need stimu- 
lation, and to be of national interest, then Congress 
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may well decide not only to give money as a stimulus, 
but also to set this function apart from other related 
functions by the imposition of conditions. 

But there is another side to this question of condi- 
tions for receiving grants. In the first place, Congress 
may go overfar in imposing conditions substituting a 
federal for a state or local judgment. We are, and I 
hope we shall always remain, a federal nation with 
some heterogeneity of outlook and of centralized de- 
cisions. I believe as earnestly as Mr. Chatters that 
centralized decisions cannot be responsive to the 
variety of state and local needs of this nation. More- 
over, a set of conditions which are attached to a grant, 
even if appropriate at the outset, may well become 
inappropriate, as Mr. Benson has mentioned. In such 
cases, conditions bring rigidity where there should be 
flexibility. One purpose of throwing related func- 
tions together into block grants would be to restore 
some flexibility. 

The logic of the block grant suggests something 
which, with one exception in our history, the Federal 
Government has never tried: the completely uncondi- 
tional federal grant. Such grants have long been a 
feature of the Canadian Federation and the Australian 
Federation. An unconditional grant, by definition, 
has no strings whatever. Its primary purpose is to 
give over-all financial help to the state and local gov- 
ernments. I don’t know whether the Committee on 
Intergovernmental Relations is considering such 
grants. It is perhaps a little long haired, but in my 
opinion it is something that we shall probably see. 
The desires of those people who object to attaching 
conditions to federal grants are completely satisfied 
by an unconditional grant. 


VALUE OF CONTRACYCLICAL GRANTS 


I shall raise just one more issue. Can federal grants 
be used contracyclically? Can their amounts be in- 
creased in recession and decreased in boom? The 
present system of grants, if you call it a system, 
contains no contracyclical features. It contains no 
built-in flexibility. I hope that the Commission on 
Intergovernmental Relations has this topic high on 
its agenda. 

The most obvious case for contracyclical variation 
of grants relates to public construction, even though 
it has usually been perversely countercyclical. Per- 


331 


haps the Federal Government might enlarge its grants 
for public construction in depression and contract 
them in boom periods. It might enlarge the percent- 
age cost of a project that it would finance in depres- 
sion as compared with boom, and the test of the fed- 
eral increase might be the shrinkage in volume of 
private construction. I am aware of the practical dif- 
ficulties in the way of that, and I underline the wise 
words that Mr. Chatters has uttered. 

I don’t think we can get this sort of thing unless 
we prepare for it in advance. If we got into a reces- 
sion next year, we couldn’t do much about it; all 
steps would then be makeshift. But we ought to build 
countercyclical grants into our system. There are 
methods for doing it. Such grants would take on a 
practical appearance only if we should fall into a fairly 
deep depression. 


A MATTER OF REALISM 


I have not said anything about reduction of federal 
grants, because I didn’t think it was important. It is 
very unlikely to happen, even though some of our 
grant programs are utterly out of date and drastic 
surgery on them would be a good thing. Other grant 
systems should be recast—again drastically. 

But the net outcome will be growth. Yet I do say 
we must keep federalism. We must keep it because we 
cannot keep democracy unless we keep federalism. I 
am not, however, an alarmist. For we are as federal 
now as we were in the time of Andrew Jackson, more 
than a century ago. The fact is that all government 
spending has been expanded and expanded enor- 
mously. If you drop from federal spending the spend- 
ing for national security, which constitutionally and 
in every other way is surely a federal job, the aggre- 
gate of government expenditure for all other purposes 
will be found to amount to $40 billion. At the present 
time, $30 billion of that is state and local. If you made 
the same calculation in the time of Andrew Jackson 
(the 1830’s) I strongly suspect that the federal share 
then for purposes other than national security would 
be larger than it is in 1954. 

I see no trend away from federalism because of the 
influence of federal grants, although I do see plenty 
of dangers to federalism in the kind of world we have 
now in which the United States is in a sort of garrison 
state. 


Discussion 


CHAIRMAN DRISCOLL: Dr. Maxwell, the com- 
mission which, as you may remember was originally 
sponsored by a committee of governors of which I 
was the chairman for a number of years, is consider- 
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ing both of the proposals that you mentioned—the 
grant-in-aid as a cushion against depressions, and 
some form of block grants without strings. 

Do grants-in-aid perpetuate or subsidize inefficient 
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government? The thought has been expressed by 
students of government that it is unfair to ask a 
relatively efficient level of government to make a 
grant-in-aid to a level of government notorious for its 
inefficiency. Certainly, there is an inherent danger 
in the separation of the spending and the taxing 
powers. In New Jersey, our Department of Institu- 
tions and Agencies maintained rigid standards that 
promoted economy while treating those in need fairly. 
On the other hand, there are many states where politi- 
cal welfare payments have been abused, poorly ad- 
ministered, and expensively handled. Yet frequently 
these states are in the forefront of those seeking addi- 
tional federal aid that must come from taxes levied in 
the states where there is more prudent management. 


INSTEAD OF PAYING ON DEBT? 


QUESTIONER: In education and public assist- 
ance, could we go from deficit spending to pay-as-we- 
go and to pay-in-advance, such as we do with our 
turnpikes and our employment taxes? Instead of pay- 
ing interest on a debt we would then be receiving 
dividends from which we could build schools and 
things. 


CHAIRMAN DRISCOLL: As a member of the 
Commission on Intergovernmental Relations, I was a 
committee of one to study federal grants for disaster. 
This study led me to conclude that we might well 
have asked our states to build up funds in advance, 
perhaps on an insurance basis, perhaps by regu- 
lar appropriations, with the money invested in securi- 
ties and producing interest which, in turn, could help 
us maintain our budgets. The questioner has perhaps 
that thought in mind with regard to other services. 


DR. MAXWELL: For some services, we ought to 
look ahead, especially on the state and local level. We 
ought to build up reserve funds which we can draw 
down when need comes. We have the Old-Age and 
Survivors’ Insurance system and we have the Unem- 
ployment Insurance system, both of which have re- 
serve funds for foreseeable needs. 

With respect to the former, there is a good deal of 
conservative opinion that we oughtn’t to do that, but 
pay as we go. I would be very happy with respect to 
a good many of our current programs if we could 
pay as we go. I would not be happy if we had pay- 
ment in advance with respect to programs which 
don’t vary over the cycle. 

It is only when a need varies over a cycle that it 
would be worthwhile to build up a reserve fund. 
Under Old-Age and Survivors’ Insurance, it is sensible 
to tax a person so he can get a pension when he gets 
out of the labor market at the age of sixty-five or 
more. But I don’t see why we should pay the salaries 
of schoolteachers or policemen and that sort of thing 


on anything other than pay as we go. Even this is an 
ideal which we have never managed to achieve. 


CHAIRMAN DRISCOLL: Would other members 
of the panel like to comment? 


MR. CHATTERS: I would like to ask what would 
happen if you had started accumulating money ten 
years ago to build a building and hadn’t yet built it? 
You might better have borrowed the money ten years 
ago and built the building than put the money in the 
bank all this time. Look at the difference in what 
you pay for building now and what you would have 
paid for it ten years ago. Whether you borrow or try 
to accumulate depends on whether you are in an up- 
swing or downswing of the price level. If you are 
planning public works in a period when construction 
costs are likely to rise for an extended period, borrow- 
ing at the earliest date in order to let contracts at 
lower prices may be the best policy. 


CHAIRMAN DRISCOLL: When we built the 
New Jersey Turnpike we were neither “paying-as-we- 
went” nor were we accumulating the funds in advance 
of the construction. We borrowed and now we ex- 
pect the users of the facility to pay for the facility. I 
don’t believe that in government, as in business, we 
can give a hard and fast rule. Government has to be 
free in some instances to build up funds as the states 
are doing in sickness benefit insurance programs and 
in other instances to impose, wherever possible, a 
pay-as-you-go basis. And in some areas we ought not 
to be afraid, at the appropriate time, to use the credit 
we have earned by prudent management. 


PROFITS FROM SALES TAXED BY STATES 


QUESTIONER: There are now several states that 
are attempting to collect an income tax from a manu- 
facturer based on an allocation of the profit from the 
sales of that company within the particular state. 
What is the trend of such taxation and what about its 
ultimate impact and effects? 


MR. FREEMAN: You could get quite an argu- 
ment on whether profits are earned on production or 
on sales. States that use sales as part of the tax base 
do so because they feel that sales are certainly an im- 
portant factor in earning profits, that their local resi- 
dents contribute to the profits of the out-of-state com- 
panies from which they buy goods, and that those 
companies derive certain benefits from the services 
provided by the states. 

Industrial states may not feel so strongly about that 
as agricultural or raw material states, but almost all 
of them use a similar allocation method, the so-called 
Massachusetts formula. This is an allocation of the 
profits of a company doing business in more than one 
state, by payroll, property and sales. Sales are only 
one of three factors but they should not be overlooked. 
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If a company has no place of business in the state, 
then it is generally beyond the reach of the state tax 
authorities. 

There are disagreements on certain allocation 
factors, as, for example, on the criteria determining 
where a sale takes place, or whether leased property 
should be counted in with owned property. But the 
principle of using sales as part of the base is univer- 
sally accepted.1 


CHAIRMAN DRISCOLL: I do not look with any 
degree of optimism on what I call fractional taxes. 
They are fairly expensive to administer, sometimes 
inequitable in application, and are often competitive 
in their relations as between states. 

We are always going to have a degree of competi- 
tion so far as taxes are concerned. Competition is a 
good thing for private enterprise, and within reason- 
able limits it ought to be a good thing in government 
provided that it avoids duplication of time, effort and 
expenditure of tax dollars in the same field in the 
same service at the same time. 

We should also consider the extent to which we may 
be able to share a tax as between two or more levels of 
government. If we are a great national unit, then 
perhaps some form of equitable income tax should be 
shared by various levels of government. 


A CANADIAN PRACTICE 


QUESTIONER: In Canada we have a device which 
we are using whereby the provinces except for Quebec, 
rent out to the Federal Government their direct tax 
field, as well as other taxes. The plan is working out 
amicably. These arrangements are held for five years. 
We also have these unqualified grants which we give 
to the provinces in the public health field and other 
social security arrangements. Professor Maxwell 
didn’t express any opinion on the merits of the un- 
qualified grants, and I wonder if he would care to do 
that now. 


DR. MAXWELL: Unconditional grants in Canada 
have a very long history, as you probably know, hav- 
ing operated there from 1867 to 1942. There was no 
objective determination of the grants, which were 
doled out by the Federal Government to the prov- 
inces. When enough of a fuss was made in the prov- 
inces, there was a new deal and the unconditional 
grant system was modified. 

In 1941-1942 a major revision was made. Without 
attempting to describe it, in general a very objective 
basis for grants was set up roughly dependent upon 
the richness or poverty of a province. I think that 
unconditional grants since 1942 have operated well. 


1The Controllers Foundation a short time ago completed a study 
on allocation of profits for tax purposes and last year the Governors 
Conference requested the Council of State Governments to under- 
take a similar project. So there is hope that we shall make progress 
toward uniform allocation practices. 
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MR. FREEMAN: The states don’t rent out taxes 
to the Federal Government, as the Canadian prov- 
inces do, because they prefer to collect their own 
taxes. Maybe they would be better off if they concen- 
trated more on sales and excise taxes and left the 
income taxes to the Federal Government, as do IIli- 
nois, Michigan, Ohio, Indiana, Washington, and some 
other states. 

But those decisions must be made by the people 
in each state according to their own concepts and 
wishes. The governors have passed several resolutions 
asking the Federal Government to abandon certain 
excise taxes in favor of the states, rather than levy the 
taxes at the national level and distribute part of the 
proceeds. 

The governors and legislatures have not asked for 
the multitude of grants-in-aid to states we have today. 
But state governments are far less influential with 
Congress than the functional interest groups which 
succeeded in getting special grants for their fields 
established and enlarged. Those groups would not be 
satisfied with purely monetary, nonearmarked grants 
going to states to be allocated by the legislature as 
state monies are appropriated. 

There would be no guarantee that the legislature 
would see eye to eye on the relative needs for services. 
It might allocate less or more money to certain activi- 
ties than those functions receive today. The present 
grant-in-aid system is a method of overriding the 
judgment of governors and legislatures on the needs 
for services and the allocation of resources. That can 
only be changed if state governments gain more influ- 
ence with Congress. 


GRANTS TO LOCAL UNITS 


QUESTIONER: In Louisiana, grants-in-aid from 
the state, particularly in education, are a very impor- 
tant factor in supporting the local level. I have heard 
no comment from the panel about grants-in-aid from 
the state level to the local level. 


CHAIRMAN DRISCOLL: It has always seemed 
to me that federal grants to the states, and state 
grants to their local political subdivisions, were of 
equal importance in our study of this whole problem. 
In many respects the same principles are involved. 
It has been my hope that in every state a commission 
comparable to the President’s Commission would en- 
gage itself in a study of the relationship between the 
local and the state governments. 

Historically, the Federal Government is the creature 
of the states. Our local municipalities are likewise the 
creature of the states. Entirely apart from this his- 
toric fact, there is this basic factor that, as nearly as 
possible, every level of government ought to be pro- 
vided with tax resources and fiscal wherewithal to 
render, as close to people as possible, those services 
that may reasonably be rendered at that level. 
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I do not happen to be one of those who is op- 
posed to all grants-in-aid. I believe there may be 
some federal grants-in-aid that we should keep. We 
ought to review all of them and try to bring some order 
out of the present chaos. However, merely because one 
state may require a grant is no particular reason for 
giving it to every state. We citizens of New Jersey 
are willing to help some other state because we have 
a national interest in the well-being of that state. I 
personally would have given grants under those cir- 
cumstances for a limited period of time. I would tie 
pretty rigid strings to the grants, so that the state 
would want to get out from under the federal subsidy. 

When you come to the internal affairs of the state, 
one of the great advantages of our federal system of 
government, which we have tried to maintain, is the 
opportunity it provides for reasonable experimenta- 
tion in the business of government. A system that 
may work in Louisiana might not work at all in Penn- 
sylvania. There must be room for experimentation in 
cach of the states. 


MR. FREEMAN: State grants to local govern- 
ments are of particular importance in Louisiana be- 
cause in that state most of the taxes are collected at 
the state level and then distributed to the localities. 
In the national total, state taxes and local taxes are 
almost equal. But in Louisiana state taxes amount 
to more than three times the total of local taxes. 
Louisiana now levies the heaviest state taxes on an 
income basis, and on a per capita basis the second- 
heaviest state taxes. But local taxes are light. If 
you have such a system, state aid to local government 
becomes, of course, very important. Louisiana is also 
rather efficient in getting close to the highest amount 
of federal grants-in-aid—on a per capita basis—of all 
states. The question is only whether it is desirable 
to travel indefinitely on the road to ever-increasing 
dependence upon higher levels of government. 


CHAIRMAN DRISCOLL: It is much easier to 
lobby a project through in Washington than in Baton 
Rouge or Trenton or Albany. It is considerably easier 
for a small group to put a spending project over in 


a state capital than it is in the courthouse or the city 
hall. 


MR. BENSON: Mr. Chairman, I had hoped that 
somebody would ask a question about the apparent 
difference of opinion between Professor Maxwell and 
myself. I would like to make one or two comments. 
When I said that a quarter or something approaching 
a quarter of state and local budgets is being subject 
to general budgetary control of the Federal Govern- 
ment, he pointed out correctly that the impact of 
that is lessened by the fact that the states were going 
to be spending a lot of this money anyway for these 
functions. I am fully in accord with that. However, 


I would disagree very completely with his further 
statement to the effect that these funds would be 
spent by the states as the Federal Government grants 
the money. 

Officials of federal bureaus come in to see us and 
tell us that the reason their grant must be maintained 
is because if that grant didn’t exist the state would 
not spend money for that purpose. That has been 
given to us as the justification for the federal program. 
Representatives of state highway commissions have 
told me they would not spend money for this and 
that purpose if it were not necessary to match the 
federal grant. 

The existing old-age assistance program in Louisi- 
ana would not continue in its present form, nor would 
the existing old-age assistance program in Colorado or 
Oklahoma continue in its present form if it were not 
for the federal grant. The point I am trying to make 
is there is a profound budgetary impact of these 
grants on certain states. That impact, by the way, I 
think is much greater in the case of the poorer states 
than it is in the case of the wealthier ones. Take 
Mississippi, for example, where 25% of the state 
budget is in grants: the matching there will not be 
dollar for dollar. Perhaps it means that 40% of the 
state budget is controlled in a general budgetary way 
by federal action. Thus there is a very substantial 
degree of federal control of the budgetary process in 
Mississippi. 


DR. MAXWELL: In the main, the statement as 
reworded by Mr. Benson is better than the statement 
he made originally or that I made originally. 


A HODGEPODGE SYSTEM 


CHAIRMAN DRISCOLL: I would just like to 
add these two illustrations of what we have under our 
present hodgepodge system. One of the great high- 
way projects in the New York-North Jersey metro- 
politan area is the Palisades Interstate Parkway, 
which begins just the other side of the George Wash- 
ington Bridge in New Jersey. New York and New Jer- 
sey gave a very high priority to that very expensive 
project. But it wasn’t within the category of high- 
ways that were originally entitled to get federal grants, 
and it didn’t get any. 

In fact, another construction program received a 
higher priority than the officials thought it was en- 
titled to because of federal control over the grant-in- 
aid. The temptation to take the money when it is 
dangling right out in front of you is great. And they 
built an important—while it wasn’t as important as 
the one that should have been built—project. 

Then under our new constitution no state agency 
was to ask for federal funds or grants without first 
coming to the Governor. That was a very enlighten- 
ing experience. We found letters coming to New Jer- 
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sey officials saying: “For goodness sake, get your 
friends to write your Congressmen and Senators,” 
urging them to appropriate money for this or that 
program. When we looked through the files and dis- 
covered the federal appropriations had been passed, 
there would be a new set of letters, Dr. Benson, to 
those same state officials saying: “Unless you can get 
your state legislature to appropriate money for this 
project, we won’t be able to give you any money.” 
Each of those letters cost the taxpayers of this country 
some money. It is too easy for us to hide our costs. 
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I am sure we are carrying away from this meeting 
a conviction that we have been considering a very 
important subject. Whatever your views were with 
respect to federal, state and local government, some 
clarification of their position would appear to be in 
order. A careful objective review of our methods of 
financing the various levels of government would 
appear to be likewise a worth-while undertaking. This 
old problem that gets more difficult with the passing 
of years is one that merits the thoughtful consider- 
ation of all thoughtful citizens of this country. 


FINANCIAL NOTES AND FOOTNOTES 


NUMBER of factors tended mildly at about the 

middle of July to obscure underlying conditions 

in the money market, but the basic outlook appeared 
clear enough. 

Very substantial foreign holdings of United States Gov- 
ernment obligations were liquidated, the proceeds being 
credited to foreign account at the Reserve banks. These 
transactions were understood to be incident to certain 
payments by some EPU countries to others in the 
group. This change, as expected, proved to be quite 
temporary as the new holders of the funds sought em- 
ployment of them in the governments market. 

Some domestic holders who had funds temporarily in 
excess of their needs apparently turned from the bill 
market to time deposits on which they were able to nego- 
tiate somewhat better yields. This has been going on in 
one amount or another for a good while past, but the 
rate at which it was being done seemed to increase at 
about the middle of July. 

Many public bodies such as the so-called authorities 
building toll roads have of late been raising funds 
which they can spend only over a considerable period 
of time. How rapidly and how far the habit will go 
of temporarily carrying the excess on time deposit 
rather than in Treasury bills will depend upon the 
relative yields obtainable. Conditions recently appear 
to have been in favor of time deposits, but the banks 
have their own investment problems, and it may be ques- 
tioned whether the rate of interest paid on such deposits 
will remain much out of line with the bill rate. 

Asa result, at least in part of these factors, the yield 
on bills firmed up substantially during the first half of 
July. Many observers have long felt that this rate had 
“sot out of hand” on the low side, and developments 
in July appeared to substantiate this view. 
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But as to rates in general and the money market as a 
whole, little evidence of an early change in trend was to 
be seen by the end of July. Commentators here and there 
came forward during the month with the tentative sug- 
gestion that money market rates had by and large about 


reached their low, but no one ventured to hold the view 
that firmer rates generally were in prospect. The fact is 
that followers were still to be found for the notion that 
a number of rates were destined to go lower in the months 


to come. 

Commercial, industrial and agricultural loans still 
lag—partly as a result of a growing habit on the part 
of borrowers to obtain funds through the commercial 
paper market and on their promissory notes placed 
privately with lenders, many of whom wish to place 
their tax reserves temporarily to work. Of course, 
there may be a sharp reversal of trend here within the 
next few weeks, but there are few who expect more, 
at most, than a seasonal upturn. 

Some careful students are beginning to regard the cur- 
rent estimate of Treasury cash needs during the remainder 
of this year as a little "'fat.'' It could be, they say, that 
the Treasury would need to come into the market for a 
billion or two less than has heretofore been predicted. 

Such factors and such prospects as these bring to 
mind the assurance that the Federal Reserve authori- 
ties gave when they announced the most recent reduc- 
tion in member-bank reserve requirements. They 
then said that they would “sop up” any excess funds 
which unexpectedly accumulated in the money mar- 
ket later this year. This they would do by open 
market operations. There is, however, a good deal of 
skepticism about action of this sort for some time to 
come—at least in the absence of a very pronounced 
change in the business outlook—F. W. J. 
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The accompanying article, reprinted from The Economist 
(London) of June 19, 1954, was sparked by the report 
issued in June, 1954, of an investigation made by Sir 
Andrew Clark into what happened in Crichel Down, farm 
land in Dorset County, England. The main facts in the case 
are contained in the box on the adjoining page. 


The narrow question that provided the fuel for the 
blazing controversy in the United Kingdom is the dispo- 
sition of property purchased by a department of the 
government from private citizens (under the rule of emi- 
nent domain) for a specific purpose but no longer needed 
for that purpose. 


In the case of Crichel Down, the property was eventu- 
ally leased to a private citizen who had no connection with 
the original owners. This was done despite the application 
of the heirs of the original owners to have the property 
resold or leased to them. 


Once a government acquires title to property through 
the process of eminent domain, does it have complete 
freedom to dispose of it as it wishes when its need no 
longer exists or should it assume that the original owners 
have some sort of option to repurchase as long as the 
public interest is not ignored? What is the logic of leasing 
the property to a third party and not to the original 
owners when they desire it? 


Two factors conspired to bring about a public inquiry 
of Crichel Down. First, as the report makes clear, there 
@ was a considerable amount of muddle and inefficiency on 
the part of public officials and an attitude of hostility to- 
wards the efforts of the heirs of the original owners to 
repurchase or lease the land. Second, ‘the Land Commis- 
sion ...[and the Lands Service were] very anxious to gain 
experience by trying their hand at a new and interesting 
venture such as equipping Crichel Down as a model farm 
and in their eagerness to insure that they [the Land Com- 
mission] were not deprived of the opportunity they adopt- 
ed an irresponsible attitude towards the expenditure of 
public money, and they were not always as frank with the 
Ministry as they might have been." 


As a result of the controversy generated by the Crichel 
Down affair, Sir Thomas Dugdale, Minister of Agriculture, 
resigned his post in the British Government on July 20. 
The New York Times, in carrying the story of Sir Thomas's @ 
resignation, reported that the government had made a 
series of concessions such as the transfer of the criticized 
public officials from their former offices. Furthermore, the 
heir of the former owner may get the right to purchase 
the disputed land. 


The Economist feels that the incident typifies the atti- 
tude of government officials all too generally, completely 
honest though they be; for their departmental convenience 
and the public interest are synonymous. What would 
happen in similar circumstances in the United States? We 
have the ingredients: the rule of eminent domain; as to 
bureaucrats, has any country a monopoly on them? 


CS ee ee oe meee Pet Tes ere Oe 


Here as in Britain 


“WHAT IS THE 


MY THE CRICHEL DOWN report, which was pub- 
lished on Tuesday, after more than a month’s 
delay, has rightly been treated as a document 

of first-class public importance, and the debate in the 

House of Commons that has been promised for an 

early date will be heated and acrimonious. This is not 

because of the inherent importance of the matters 
dealt with by Sir Andrew Clark, QC, in his lucid and 
forceful report, or because the Opposition are making 

a mountain of denunciation out of a molehill of official 

delinquency, but rather because it provides evidence 

to confirm a suspicion that has been growing on the 
general public for some time past—that bureaucracy 
in Britain has grown arrogantly careless of the rights 
of the subject. Certainly that has been proved in 
this case; and how many more such cases are there 
where the aggrieved individual has neither the means 

nor the persistence nor the connections to force a 

public inquiry? 

It is these wider issues that are worth discussing. 
Indeed, on the particular transactions with which Sir 
Andrew Clark was concerned, the only further com- 
ment that needs to be made in advance of the parlia- 
mentary debate is that the Minister of Agriculture has 
evidently not yet understood what lies behind the 
public indignation or perceived the danger that he 
is in. He persists in thinking that the only really im- 
portant point at issue is to establish that there was no 
corruption or personal dishonesty. He tried on Tues- 
day to throw doubt on the verdict brought in by his 
own investigator. And he proposes to inflict on the 
erring civil servants no penalty more severe than an 
admonition from himself. This will hardly appease 
his critics. 


The wider issues arising from this affair are them- 
selves of differing grades of importance. In the first 
place, it is clear that some principles need to be laid 
down for the proper disposition of land that has been 
compulsorily acquired for a specific necessary purpose 
when that purpose has ceased to exist. Most people 
would say that, in most cases, the obviously equitable 
course would be to offer it for sale back to the original 
owners. But the Crichel Down report reveals that, 
in official circles, this is the one course of action that 
everyone unites to avoid. 

At the start, Sir Andrew Clark suggests, this attitude 
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PUBLIC INTEREST?” 


was a reflection of the Labor party’s determination 
not to yield back to “the private sector” any property 
that has ever, for any reason, been “taken into public 
ownership.” Even for Socialists this is an excessively 
doctrinaire application of dogma, for it means that 
land is to be nationalized piecemeal, haphazard and as 
a by-blow of other policies. What is disturbing is to 
find the same attitude so deeply rooted in public 
officials that it has apparently become almost instinc- 
tive. This cannot be the fruit of six years of Socialist 
supervision alone. It seems rather to reflect a dan- 
gerously contemptuous attitude towards the rights of 
the private individual, which have evidently been rele- 
gated to a very low position on the mental priority list 
of the average bureaucrat. The more the original 
owner urges his claim, the more the officials allow their 
attitude to him to be governed by what Sir Andrew 
Clark calls “a feeling of irritation that any member 
of the public should have the temerity to oppose or 
even question the acts or decisions of officials of a 
government or state department.” This is something 
new in England. Clearly, if this is the general atti- 
tude, the responsibility for seeing that justice is done 
cannot safely be left to the good sense of departments. 
Rules are needed; and the first rule should be that, 
when the original necessity for taking away a person’s 
property has disappeared, the property should be of- 
fered for sale back to its original owner unless it can 
be proved to the satisfaction of some independent in- 
quiry or tribunal that some other disposition of it 
would better serve the public interest. 


This is, however, only a special example of the 
general question of the proper relations between the 
citizen and the civil servant. Everyone would agree 
that the public interest should, where necessary, over- 
ride the desires of individuals. But what is the public 
interest, and who shall determine it? An enormous 
mass of legislation has now been built up on the as- 
sumption that every public servant has a natural 
affinity for the public interest and can be deemed 
(without further inquiry) to be acting in such a way 
as to insure it. The only recognized exception is if he 
has been corrupted, and it is generally accepted that 
he very rarely is. If he is honest, then he must be 
acting in the public interest, for is he not subject to the 
orders of a minister, who is responsible to Parliament, 
which is responsible to the public? 
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This is the theory on which it is considered safe to 
leave enormous powers of subsidiary legislation in the 
hands of the departments: “the hon. gentleman can 
rely on it that these powers will not be used without 
a most anxious concern for the public interest”—how 
often has not this, or the like, been said in defense of 
some blank legislative cheque? This is why depart- 
ments are left as final judges, not merely in matters 
that deeply affect private individuals, but also in 
matters where they are themselves parties (“an appeal 
shall lie to the Minister, whose decision shall be 
final”). They can safely be judges, for are they not 
by definition disinterested? This is why government 
departments do not have to obey their own (or each 
other’s) regulations: the private individual must be 
kept in check because nobody can be sure that he 
will naturally act in the public interest, but of course 
a government department always does. This is why 
government departments are allowed to crash any 
queue—for example why they built so many vast 
office buildings in London in the postwar years, before 
anybody else was allowed to build any—because any 
purpose of a government department is ipso facto 
more in the public interest than any purpose of any- 
body else. 

The virtue of the Crichel Down report is that it 
exposes how false this theory is. The public official 
can be as stupid, as inaccurate, as wrong-headed, as 
selfish, as mendacious, as obstinate as if he were in 
private employment. Perhaps the sole responsibility 
of the Minister—in whose name everything is done— 


What It Is About 


In 1937 some 725 acres of land at Crichel Down in 
Dorset, forming part of three farms, was purchased, 
against the opposition of the owners, by the Air Ministry 
as a bombing range. In 1949 the Air Ministry decided 
that it had no further use for the land, which was 
transferred to the Minister of Agriculture and by him 
to the Land Commission. The original owners (or 
more accurately their successors in title) applied at 
various times either to buy the land back or to rent it 
and farm it. The Ministry nevertheless decided to 
equip the 725 acres as a separate farm; this involved 
a considerable expenditure on which no adequate return 
is likely to be secured. The land was therefore sold to 
the Commissioners of Crown Lands and let by them to 
a tenant who had no previous connection with the 
property. 

Sir Andrew Clark, QC, was appointed by the Minister 
to inquire into these transactions and into the circum- 
stances in which the decisions were taken. He finds 
that the Minister, in reaching his decision, was sub- 
stantially misled as to the facts and that various other 
irregularities occurred. He adds that “there was no 
trace . . . of anything in the nature of bribery, cor- 
ruption or personal dishonesty.” 
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was a real safeguard in the days of Sir William Har- 
court, who is reported to have told the officials of the 
Home Office when he was Secretary of State that his 
only function was to prevent them from being hanged 
from lampposts in Whitehall. But it is impossible 
nowadays for a minister even to know what is in- 
volved in the great majority of decisions for which 
he is responsible. If the Minister of Housing and 
Local Government were to reserve for himself the final 
decision in all cases of compulsory purchase and in 
all planning appeals, he would have to study and de- 
cide a score or more of complicated cases every work- 
ing day—and those are not the only quasi-judicial 
functions that his Ministry performs. All save one 
or two have to be left to the machine—and for all 
the Minister knows, any one of them could be a 
Crichel Down. Moreover, even if he can master the 
facts, it is not easy for him to act. A minister is a very 
lonely man in his department. It takes great assur- 
ance and energy to go against the policy formulated 
by so formidable a hierarchy and supported by such 
impressive documentation as an Official file. 


e e 
The “new despotism,” in short, is not an exaggera- 
tion, it is a reality. It is a despotism that is prac- 
ticed by the most conscientious, incorruptible and 


CONSUMER DOLLAR 


HE consumers’ price index for ten cities dipped 

slightly from mid-May to mid-June of this year. 
This Conference Board index declined to 184.2 (Janu- 
ary, 1939=100) for June, a 0.4% drop from the May 
index of 184.9. Despite this drop, the index is still 
2.5% higher than that of a year ago, when the June, 
1953, index reached 179.7. The purchasing value of the 
dollar (January, 1939 dollar—100 cents) rose slightly 
to 54.3 cents, a 0.4% increase over the 54.1 cents of 
the previous month. 

The June index shows the first monthly decline 
since February, 1954. During the next three months 
the index climbed slowly but steadily, reaching a new 
all-time high in May of 184.9. Largely responsible for 
the decrease in June was a 0.7% decline in food prices. 
A contributing factor was a 0.4% decrease in apparel. 

Of the individual items included in the index, pork 
products dropped in most cities over the month. 
Eggs were up slightly, as were some of the fresh fruits 
and vegetables. Coffee again rose in price in each city 
surveyed. Men’s work clothes declined in price in 
the majority of the surveyed cities. 


industrious tyrants that the world has ever seen. But 
tyrants they still are, for they are ready to ride rough- 
shod over the individual subject whenever their de- 
partmental convenience (which they honestly believe 
to be the public interest) requires it. And the remedy 
is to be found along the same lines that our ancestors 
found it long ago, in the right of every subject to 
appeal to his peers. The analogy, of course, could 
never be more than a rough one. No one would sug- 
gest that there should be appeals to the courts, and 
trials by jury, at every turn—life is too short, and 
many of the matters at issue are not susceptible to 
legal determination. But every subject who has a 
quarrel with the crown has a right to know that his 
case will, at some stage, be submitted to some wholly 
independent person for an impartial opinion. 

Is that an unreasonable principle? It is, in eco- 
nomic matters, a very novel one, and the departments 
will say it would impossibly complicate the perform- 
ance of their duties. But after what happened at 
Crichel Down (which no private citizen will believe 
was a unique case, save in that it was exposed) can 
it possibly be said that such a principle is not neces- 
sary? Yet if Parliament wants to see movement in 
this direction, it will have to be fought for by private 
members, who will have to break down the dependence 
of ministers on their departments. They have a 
chance to start on Sir Thomas Dugdale. 


BUYS A BIT MORE 


The housing index, which has been rising steadily 
since April of last year, remained unchanged over the 
month. And the sundries index, which includes such 
items as medical, dental, and personal care, transpor- 
tation, reading materials, and amusements, declined 
slightly. This index has been characterized by steady 
increases in the postwar period. 

A halt in the downward trend of the past few 
months occurred in the housefurnishings index. The 
monthly change was small—a rise of .1% over the 
month. Over the year, housefurnishing prices declined 
2.5%. 

Of the individual cities surveyed, the largest de- 


New Orleans is being surveyed monthly for 
the last time in June and will be surveyed quar- 
terly in the future. Houston, now being pub- 


lished quarterly, will replace New Orleans, as one 
of the ten cities surveyed and published on a 
monthly basis. 
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clines were in New York and Philadelphia—of 0.8% 
and 0.9%. Smaller ones took place in Birmingham, 
Denver, and Los Angeles. A breakdown of the city 
indexes for comparisons shows some interesting points 
in consumer price movements between June, 1953, and 
June, 1954. In Birmingham, the most significant 
change in its index was a 2.2% increase in the sundries 
index, which rose from 156.4 to 159.8. There were 
small food, clothing, and housefurnishings declines 
in Birmingham over the year, while housing and fuel, 
along with sundries, registered increases. The all-items 
index, while dropping slightly in June, reflected a 
0.5% rise over the year, with the present index reach- 
ing 181.1 as compared with 180.2 a year ago. 

The index for Boston rose slightly for the month to 
179.3 and reads 1.1% more than a year ago (177.3). 
The more important annual changes are a 5.1% de- 
crease in housefurnishings and a 4.9% increase in 
sundries. 

Chicago, while showing an important increase in 
sundries over the year (3.1%), registered its highest 
rise in housing, represented by residential rents. The 
housing index rose 13.9% in twelve months—from 
141.6 in June, 1953, to 161.3 in June, 1954. Food, while 
remaining relatively unchanged over the month, in- 
creased 3.6% over the year. The Chicago all-items 
index rose 0.1% for the month and 4.8% for the year, 
now standing at 194.0. Denver’s index dipped 0.2% 
for the month but still showed a 2.6% rise for the 
year reaching 180.4. Sundries (+5.3%) and food 
(+2.4%) were the two components with the greatest 
change. 

The index for Detroit rose slightly over the month, 
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and reached 193.8, but is now 2.2% above June, 
1953. Sundries increased 1.2%; food, 2.2%; housing, 
7.27%; and fuel, 0.8% for the year. Only clothing, 
0.5% and housefurnishings, 2.8% declined in this 
same period. 

Indianapolis also made a small rise over the month, 
reaching 189.7 as compared with 189.5 for May. Over 
the year, this index rose 0.9%. The housing index 
climbed 9.1% over the year to 148.0 in June, 1954 as 
compared with 135.6 in June, 1953. Fuel, dropped 


How Sundries Prices Have Risen 
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53 


Consumer Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 


; Clothing Fuel? Houses arches 
Date peepee? ‘ood Housing! fantk: Sundries Value of 
ee Total | Electricity) Gas baa o Dolise 
MOBS UNC re9 ass. + aed os 179.7 228.6 129.4 148.5 164.0 135.3 134.5 92.0 105.4 162.3 179.5 55.6 
STN gatsteadiecattatges ARIAL IPE 181.1 231.1 130.3 148.3 163 .6 135.4 135.4 92.0 105.6 162.4 180.6 55.2 
AUG UBt i.e s.02 oer ie: 182.7 231.3 130.5 148.3 163 .6 135.3 136.4 92.0 106.1 161.6 186.2 54.7 
September.......... 182.9 231.4 130.9 148.6 164.1 135.5 136.6 92.0 106.1 161.7 186 .2 54.7 
October... . «HBS 181.6 226.3 132.8 148.6 163.7 135.8 137.0 92.0 106.1 161.8 186.5 55.1 
November.......... 181.5 225.8 133.1 148.5 163.5 135.9 137.0 92.0 106.1 162.1 186.6 55.1 
December........... 181.2 224.0 133.3 148.5 163.5 135.9 137.0 92.0 106.1 161.7 187.4 55.2 
Annual average...... 180.0 227 4 129.3 148.4 163.8 135.4 136.7 92.0 105.7 162.4 181.8 55.6 
1954 January............ 182.9 228.1 134.4 147.7 162.4 135.4 139.1 92.0 110.0 161.1 187.9 54.7 
February........... 182.5 925.8 135.3 147.7 162.2 135.5 139.2 92.0 110.0 161.3 188.7 54.8 
March sn. i. coticle 182.9 225.5 135.8 148 .2 162.9 135.8 139.1 92.0 109.9 160.7 190.1 54.7 
IA DULL eer tees tea ee 183 .6 227.0 136.0 147.7 163.1 134.8 138.8 93.0 110.3 159.8 190.9 54.5 
Ma yinek saci. See se 184.9 231.9 136.1 | 147.7 162.9 134.8 134.9 93.0 110.3 158.2 190.7 54.1 
UNE Hy Ashes de 184.2 930 2! 136:1' 147.1 162.2 134.3 134.8 93 .0 110.3 158 .3 190.4 54.3 
Percentage Changes 
May, 1954 to June, 1954... 0.4 0.7 0 | —-0.4 0.4 0.4 —0.1 0 | 0 | +0.1 —0.2 +0.4 
Si 1953 to June, 1954...| +2.5 +0.7 +5 .2 0.9 -1.1 02% +0.2 +1.1 +4.6 2.5 +6.1 —2.3 


1Rents surveyed quarterly in individual cities 2Inchides electricity and gas 
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3.3%—from 154.4 last year to 149.3 for June, 1954. 

The Los Angeles index dipped slightly over the 
month (0.2%) to 178.3. However, the index is still 
1.8% higher than in June, 1953. The housefurnishings 
index again dropped slightly and is now 3.6% lower 
than a year ago. Sundries, as in other cities, while de- 
clining slightly over the month to 181.4, is still 3.1% 
higher than in June, 1953. The New Orleans index 
rose 0.2% to 197.6 this month, an increase of 4.2% 
for the year. 

In New York, sundries showed the greatest annual 
change, an increase of 10.5% from June, 1953 (180.9) 
to this month’s 199.9. This is, however, a decline of 
0.3% over the month from May’s index of 200.5. New 
York’s food index, which was 217.0 in May, 1954, and 
June, 1953, dropped 1.6% over the month and year 
to 213.6. The all-items index declined 0.8% over 
the month to 177.7, but is 1.9% above the figure of a 
year ago. 

Philadelphia, too, showed a decline in its over- 
all index over the month, a 0.9% drop to 182.3 
as compared with 183.9 in May and 180.3 in June, 
1953. Sundries over the year are 5.2% higher, reach- 
ing 193.0 in June, in spite of a 0.2% decline this 
month. Fuel rose 1.7% this month to 147.1, but is 
still 5.4% less than a year ago (155.5). 


JEROME GREENSTEIN 
Consumer Price Section 
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(Continued from page 298) 


year when sales were at record levels. Others are sailing 
along evenly but are confident of an upturn in the next few 
months. Bright spots are beginning to appear in consuming 
industries which last year were depressed. Marked upturns 
in textiles and insecticides are examples of this. 

“This was the consensus of 650 presidents, sales chiefs and 
other top officials of 150 large and small chemical makers 
who met recently for the 82nd annual meeting of the Manu- 


facturing Chemists Association at White Sulphur Springs, 
West Virginia.” 


Steel 


Steel (June 28)—‘‘The turning point in industry’s economic 
adjustment is past. The trend for the second half of 1954 is 
upward. 


“That is the consensus of metalworking executives replying 
to Steel’s Midyear Business Conditions questionnaire. 


“Three of four expect their business volume in the second 
half of this year will equal or exceed the first six months. 
The net increase in volume expected for the second half is a 
substantial 10%. . 


: “Steel’s projection of metalworking sales for 1954 is $113.1 
billion, down about 10% from 1953, but well above any 
prior year. . 


“The general expectation of higher dollar volume in the 
second half is supported by plans to maintain or increase 
working forces. Three fourths of the companies expect to in- 
crease their employment or to hold at present levels. 


Agriculture 


The Wall Street Journal (July 12)—“Uncle Sam’s farm 
surpluses will keep piling up for at least another year. 

“That became clear when the Agriculture Department, in 
its first general report for the 1954 crop, summed up things 
this way: Farmers planted a little less land than in 1953, 
but lost less to insects and the weather, and so will harvest 
about a million more acres than last year. Moreover, the 
over-all crop yield is at a record level. 

“Net result: Despite federal restrictions aimed at cutting 
about 7% of cropland out of production, 1954 will see the 
fourth biggest farm crop in history, surpassed only in 1952 
and 1953 and in record-setting 1948.” 


Housewares 


The New York Times (July 18)—‘‘Leaders of the nation’s 
$2-billion housewares industry expressed considerable opti- 
mism here today over business for the rest of the year. They 
predicted that some lines would even top the record-breaking 
figures of last year. 

“The manufacturers expressed their views . . 
twenty-first National Housewares Show. . . . 


“C. M. McCreery . . . vice-president of the housewares 
group, said that sales in the fall should be excellent, climax- 
ing a ‘phenomenal’ upsurge in retail business beginning 
July 1.” 


Canada 


Bank of Montreal Business Review (June 24)—‘‘Whether 
the present period presages an upturn later in the year, a 
continuation of current hesitant trends or another winter 
slide is a question that few observers can answer clearly with 
confidence. Looking at the Canadian economy from a strictly 
economic point of view, it must be admitted that there is 
nothing on the horizon that would lead one to expect a 
marked pickup in business activity. 

“On the other hand, with capital investment expenditure 
and consumer demand remaining strong and with govern- 
ment purchases of goods and services and export trade show- 
ing only moderate weakness, there is very little to indicate 
any drastic downturn.” 


. for the 


Business Book Shelf 


The Business Founding Date Directory—A list of more 
than 9,000 business organizations in the United States with 
their founding date. By Etna M. Kelley, Morgan & Morgan, 
Scarsdale, New York, 1954. $10.00. 


Portfolio of United States Census Maps—A convenient 
compilation of maps used in the publications of the 1950 
censuses of population and agriculture. Prepared under the 
supervision of C. E. Batschelet, chief, geography division, 
Bureau of the Census, United States Government Printing 
Office, Washington, D.C. $4.00. 
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